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FINANCIAL HIGHLIGHTS 
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Dear 

partners, I'm sure you'll agree the best year any business 

can have is when you beat your financial plan and set the table for future 
growth, I'm pleased to report 2002 was just that kind of year for Yum! Brands. 

Our stated long-term goal is to grow our annual earnings per share by at least 10% every year. In 2002, we grow 
ongoing operating earnings per share 19%. We also said 2002 would be a year of revenue growth, and we deliv¬ 
ered on that promise, with 12 % revenue growth. We expanded our core international restaurant portfolio by 6%, 
and at the some time, we achieved our 2 % blended same store soles target ir> U.S company-owned restaurants. 
Our U.S. systemwide same store sates, including the sales of our franchise partners, performed even better—up 
4%. Internationally, we once again set a new record tor traditional: restaurant openings, 1,031 to ' 
international ongoing operating profits 22%. Worldwide restaurant margins also reached on ail 
up 1.2 points versus last year. Our Return an Invested Capitol was 13%, the highest in the quick-service restaurant 
industry. By any measure, 2002 was an outstanding year for your company. 

With all this goad news, I by no means want to gloss over the challenges we face. We obviously have both our 
opportunities end issues and I will deal directly with them in this letter. Let me start by acknowledging that our 
U.S. business competes in a very challenging and competitive marketplace. Some pundits, in fact, have written that 
the U.S. quick-service restaurant industry is oversaturated and mature. Maybe so for some brands end some com¬ 
panies. But we are building Yum! for long-term growth around three unique building blacks that differentiate us 
from our competition and provide an exciting growth opportunity. We are anything but your ordinary restaurant 
company, let me explain. 


3 . 




#1 DRIVING INTERNATIONAL GROWTH. 


What's more, there are only two competitors in our category of any size, McDonald's and us, competing for the 
international shore of stomach. Consider this; McDonald's earns over $1 billion a year in international profit; we 
earn nearly $400 million and the next largest competitor is Burger King, which earns about $50 million. As you can 
imagine, the biggest challenge to building a business outside the United States is achieving operational size and 
scale for profitable growth and making sure you have the people capability to execute. Through a lot of hard work 
and years of investment (thank goodness the money lasing investment years were by PepsiCo), we now have a very 
experienced team of talented international executives and 560 franchisees operating in over 100 countries and ter¬ 
ritories. It will take new entrants years of investment to reach our size and scale. The capability we have built is a 
huge competitive advantage underpinning our growth. 

Let me dimensionalize our company^ opportunity. In 1992, McDonald's had a little over 4,COD international restau¬ 
rants—today they have over 16,000. When you loo* at Yum! today, we have about 11,800 international restaurants 
with essentially two global brands—more than 6,800 KFCs and over 4,400 Pizza Huts. We're committed to doubling 
our number of international restaurants in the next eight to ten years by continuing to grow at a dip of 1,000+ new 
restaurants a year with KFC and Pizza Hut. Not to mention the opportunities multibranding may unleash with Toco 
Belt, Long John Silver's and A&W. While we see our level of new restaurant development increasing gradually, we 
are not predicting a more rapid increase because to do so could threaten the high standards we have for our returns. 

We're focusing our international company operations in seven countries that account for about 70% of our ongoing 
operating profit in 2002, with China, the United Kingdom, Mexico and Korea receiving the majority of our company^ 
capital investment because the returns ore terrific. Our franchise and joint venture partners are driving system growth 
by opening about 65% of our new international restaurants. Importantly, our partners are using their capital, not 
ours, to grow their business os we do not invest in our franchisees' reel estate, like some other franchisors do, 

China continues to be our rising star with approximately 800 KFCs and 100 Pizza Huts. In China, we have one of 
the largest real estate teams, not just in the restaurant industry, but in any industry. Another unique advantage in 
Chino is that we have our own distribution system that gives us coverage In every major province and access to 





We n gw hove 
a very experienced 
team af talented in-ternational 
executives and 560 franchisees 
operating in over ICO countries 
and territories 




Customer Mqmq is taking hold around 
the world At a recant team dinner 
hosted by KFC Malaysia Holdings, 
Restaurant Managers tram throughout 
Asia dressed in their country's tradi¬ 
tional costumes and celebrated 
Customer Mama. 
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almost the entire population of 1.3 billion people. As a result of these capabilities, combined with the superlative 
operating skills of the Chinese team, we are currently opening more than 200 restaurants in China each year. I'm 
more convinced than ever that KFC In China will one day become a bigger business than KFC In the U.S. After all, 
KFC is the Chinese customer's favorite brand of any kind...period. 

The biggest challenge we face today is developing new markets,.,getting to scale in 
Continental Europe, in brazil with KFC, and in India with Pizza Hut. Opening up KFCs 
in Germany is a challenge given consumers' unfamiliarity with the brand and their 

preference for beef products. As a result, we plan to test KFC-A&w multibrand _ 

restaurants in Germany in 2003, providing consumers with a hamburger option. 

Results for KfC in France and Holland have been very promising. We now have an 
outstanding group of well-capitalized franchisees to grow Pizza Hut in India. And we 
just formed a joint venture in Brazil with experienced food service operators who 
hove the local knowledge to help us get up and running. But rfs tough sledding 
because building operational capability outside the U.S, takes time. Our approach is to be patient and ever-mind- 
ful of overoll profitability and returns. Our international business self funds Its new development from the cash flow 
it generates, and we have a very disciplined process to ensure we maintain and build our high returns on capital. 

As I hope you can tell, we're truly excited about our international opportunity. We have little competition and tots 
of runway ta continue growing profitability. The facts speak for themselves. We are building a powerful interna¬ 
tional business and our goal is to be nothing less than the premier global restaurant company. We intend to grow 
our international profits at a mid-teens rote, with great returns for years to come. 

#2 MULTIBRANDING GREAT BRANDS. 





uy| 


For years, McDonald's has been the envy of the industry for their high average U.S. unit volumes, at about SI.6 mil¬ 
lion, almost twice that of the average Yum! Brands restaurant in the U.S. One reason why McDonald* has such high 
volumes is they offer the consumer more choices, In fact, they offer seven different types of food—everything from 
burgers, chicken, fish, and shakes to breakfast. McDonald* has something for everybody and this drives sales. 


"It's all about my 
customers. They 
tell me they come 
here because there 
is something for 
everyone in the 
family. Burgers for 
the kids, fish for 
morn and a Root 
Beer Float 
for dad," 

Staphonie Hankins, 

Long John 




i^7S sf our nearly 33,000 
restaur arm me now 
muttibranded end ocCGurM 
tor almost 52 billion in 
annual system soles. 


We have the 

potential tor 

13 , 00 ( 

multibranded 

units 

in the U.S. alone. 
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However, historically, each of our brands has focused on one food category. Pizza Hut has pizza in its name. KFC 
means Kentucky Fried Chicken. Taco Beil stands for Mexican-style food. And every time we've tried to broaden our 
appeal by moving into new categories, it fails because our brands stand for just one thing. No one's looking for a 
KFC or Taco Bell hamburger. But at the same time, consumers do wont more choice and convenience. And, what 
we've proven is that consumers love the idea of getting variety with branded authority—accessing two brands In 
the same restaurant—multibranding. Our research tells us that customers prefer multibronded restaurants 6:1 over 
stand-alone brands, and we are listening and responding to the voice of our customer. 

We started with combinations of KFC-Taco Bell, and Taco Bell-Pizza Hut. We learned that we were able to add 
$100,000 to $400,000 per unit in average sales, dramatically improving our already strong unit economics. We then 
began testing multibrand combinations of KFC and Taco Bell with Lang John Silver's, the country's leading seafood 
restaurant, and A&W All-American Food, which offers a signature frosty mug Root Beer Float and pure-beef ham¬ 
burgers and hot dogs. Based on proven and encouraging mulfibrand test resuits, we acquired Long John Silver's 
and A&W this year. With this acquisition, we have more than tripled our multibranding opportunities in the U.S. 

Because of the significant soles increases we are generating with multibranding, we ore remodeling much of our 
existing U.S. asset base by adding a second brand. This will help us dramatically change our U.S. business over the 
next five years. We are also opening high return new restaurants in trade areas that used to be too expensive or 
did not have enough population density to allow us to go to market with one brand. With muttibranding, we believe 
we now can realistically take both KFC and Taco Bell to at least Burger King levels of U.S. distribution. Burger King 
has about 8,000 units in the U.S,, with $U mililon average unit volumes In comparison, Taco Bell and KFC eoch 
have over 5,000 restaurants. As we expand Taco Bell and KFC by adding Long John Silver's and A&W under the 
same roof, we expect to take volumes to an overage of at least a $1.1 million per restaurant. As we do, we plan to 
make Long John Silver's and A&W national brands and dramatically increase their marketing clout. 

Our biggest remaining concept challenge Is to develop a multibranding combination for Pizza Hut. We have formed 
a licensing agreement with Pasta Brava, a California fast casual chain with an outstanding line of pastas at great 
value. We will begin testing Pasta Bravo whh Pizza Hut's dine-In restaurants in 2003. Next year I hope to report 
very good results on this initiative. We are confident multibranding will be every bit as successful for Pizza Hut as 
It has been for our other brands. 

You might be thinking. If muttibranding is such o big idea, why aren't you moving faster? The quick answer is that 
we want to do this in the best possible way. The biggest executional issue we face is building the operating capa¬ 
bility to successfully ran these restaurants. As you would expect these restaurants are more difficult to run because 
of the added complexity of offering two menus. To tackle the executionol challenge, we have dedicated a team of 
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our very best operators to develop simplified operating and training systems. Our operating measures and margins 
now approach those of our single brand units, but we still have much work to do. However, given the sates and profit 
upside, the pain of working through the executional issues is more than compensated for by the gain we are gen¬ 
erating, The best proof of this is that aver 40% of our multjbrand units are being opened by franchisees putting their 
own hard-earned money in the game. Since franchisees only get behind initiatives that make sense for their customers 
and long term economics, you con tell from their investment they're as excited about multibranding as we are. 

The bottom line is we now know multibranding is potentially the biggest sales and profit driver for the restaurant 
industry since the advent of the drive-thru window. Asset sales leverage is the key to profitability in any retail category, 
and multibranding provides that leverage for us. Our goal Is to ultimately offer two brands in the vast majority of our 
restaurant locations. We odded almost 350 multibrand locations this year. With over 1,975 muttibranded restaurants, 
multibranding now represents nearly 6% of our worldwide system and about $2 billion In annuol system sales. 

Importantly, this strategy is very unique to Yum! We have a portfolio of leading brands. We hove a huge asset 
base of existing restaurants that Is not capacity constrained. We have unpenetrated tirade areas. We have a great 
head start. And we're really just getting started. Our goal is to transform the quick-service restaurant landscape 
with multibranding. 


#3 IMPROVING OPERATIONS OF OUR ieaoeks in four food cathsories 

GREAT BRAND PORTFOLIO WITH CUS- f 0185 ' 

TOMER MANIA. • H “ 
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• Chicken 46% 
Seafood ,11“ 


« Pizza IJ% 


SOURCE NPO Group. Htt. /CflEST 


n four major categories; pizza, chlcki 
e food, and seafood, A&W also gives us a quality ham 
chain. Make no mistake. Growing these core brands is Job #1 
Over the past 15 years, we've averaged 1 about 2% blended 
tic same store sates growth. Yet, we've had some Inconslstoi 

brand (especially quarter to quarter] because we know we're not nearly as good as we should 
restaurants and making our customers happy. The rude reality is that our customer survey results in 
only In the middle to bottom tier on the basics, and the attitude we convey to our customers Is frankly not a; 
slstentiy positive as rt needs to be. We know the more our customers can count on a trusted experience evei 
they visit one of our restaurants, the more consistent our sales wRI be. in 2002, Yum! was up 2% on a blew 

same store sales basis in the U.S. Taco Beil ted the way, with same store sates up 7%, and KFC and Pi 
only flat, so dearly we can and should do tetter. 
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We ore the 

leader 

in the 

chicken. 



seafood & Mexican 

quick-service categories. 


7 . 



















To address this obvious opportunity, we launched our innovative Customer Mania 
training program this past year. We define Customer Mania as 100% CHAMPS with 
a YES! CHAMPS stands for the basics (Cleanliness, Hospitality, Accuracy, Maintenance, 
Product Quality, Speed of Service). YES means we bring the customer a positive "can I 
help you" attitude every time. And we're on a mission to make Customer Manio o real¬ 
ity in every one of our 32,924 restaurants. 


We intend to continue 
to grow our earnings 
p&r shore at least 10% 
every year 




We are now training our 940,000 team members once a quarter, every quarter from here on out, on how to be 
Customer Maniocs. We're teaching our frontline team members lifeskills that will help them be successful in what¬ 
ever they ultimately decide to do in life. And we've now empowered the frontline team members to solve customer 
issues on the spot without having to get approval from their restaurant managers. We firmly believe that by stay¬ 
ing after This day after day, year after year, we will become the very best In our business at providing consistently 
good service. Today Wendy's is rated one of the best, and we take our hats off to them. One day it will be each of 
our brands competing with one another for the top spot. 




Customer Manio is driving improvement as we speak. To date, customer complaints are down and compliments 
are up. We ore making improvements in speed at Taco Bell and Pizza Hut. And KFC has improved product quality. 
The key to great restaurant operations is the capability of our people, and our team member turnover is now 128%, 
welt below the industry average, and much better than tost year's 156%. Team members appreciate the investment 
we ore making in them. They know they are important. We've never had this foundation before, and if will help us 
deliver a more trusted customer experience, and drive more consistent soles growth. 

The Customer Mania journey has just begun and we dearly have sales upside as we climb up the customer service 
ladder. We can and must get better. Our goal is to be the best restaurant operator in our industry. 



from Pepsico. We've improved our balance sheet in every conceivable way by being financially disciplined and 
improving operations. We've moved from Tricon to Yum! Brands with the acquisition of Long John Silver's and A&W. 
We now have great brands in every mafer category. 


"Customer Mania is 
contagious. If you're happy 
and smiling it changes 
your mood and your 
customer's mood. Put the 
customer first, recognize 
and appreciate your 
team and watch 
what happens!" 

Franchise KFC/AAW RGM 
Jennifer Dodd, 

Lyi.fon Food Systems 



yes 

attitude, 

culture, & 

mindset, 

100% of the time. 

L _ , 
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We dearly set the table for the next five years and our goals ore bold: 
be the premier global restaurant company, 
transform the QSR industry with multibranding, 
become the best QSR operator in the world, and lost but net least, 
be the best restaurant company investment. 

Given our unique International, multibranding and operational growth opportunities, we intend to continue to grew 
our earnings per share at least 10% every year If we can deliver even better results, like we did in £002, we will. 
Our challenge going forward is simple: Execute and get better and better and better at what we do. 

As o shareholder, t want you to know the five key measures we're focused on fo gauge our performance: 

HOW YOU SHOULD MEASURE US ...we want to add at least 1,000 

new units and grow earnings ort least 15% each year, .. .we want to add at least 400 units per year 

in the US. and grow that number every year. ...we want to grow our same 

store soles at least 2% per year. Looking at our core U S. business on a blended basis reflects the advantage of 
owning a portfolio of category-leading brands, diversified with in the quick-service industry- The blended measure 
is unique in our industry and so are we. The portfolio allows us to hedge the inevitable ups and downs at each of 
our brands, and combined with multibranding, increases our capability to deliver at least a 2% blended same store 
sales growth rate in 2003 and beyond. ...we generate over 5660 million in franchise fees with 

minimal capital investment. We expect to grow fees 4-6% each year. ...at 16%, we are 

leading the quick-service restaurant industry. We expect to maintain our high returns by continuing to drive 16% 
margins in stores we own and by meeting or exceeding our high standards for returns on new capital investments. 
This will enable us to continue to generate substantial cash flow each year. 

UNMATCHED TALENT I'm confident we will execute our unique strategies because of the outstand¬ 
ing people we have in our company and our tremendous franchisees. We have a team that loves the restaurant 
business and is passionate about achieving greatness. I am privileged to be working with the best talent In the 
restaurant industry. Together, we are creating a customer mania and recognition culture that is allowing us to retain 
and recruit the very best. We believe in our formula for success: people capability first, satisfied customers will fol¬ 
low and then Yum! will make more money, and be an even greater investment for you. 

I'd like to thank our dedicated team members, restaurant general managers, franchise partners, and outstanding 
Board of Directors for their many contributions and commitment to customer mania. )*d particularly like to thank 
Jeanette Wagner, who retired from our board this year, for her positive energy and support. 

YUM! TO YOU! 

David C. Novak 

Choi m\ on and Chief Executive Officer 
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BECOMING THE PREMIER GLOBAL RESTAURANT COMPANY 


We clearly can make the case that no other restaurant company has the kind of 
opportunity that we do outside of the United States. Now our largest and fastest 
growing division. Yum! Restaurants International, is a powerful international busi¬ 
ness and our goal is to be nothing less than the premier global restaurant company. 


David: How have you leveraged our people capability and sharpened our focus to nearly double our profits the 
past five years? 

Pete; 


I'm proud of the fact that our executives on average have 17 years of experience in the business. I think they 
are the most talented leaders in the industry who have worked hard to build incredible teams and a strong franchise 
system. In the early '90s before our spin-off os a public company, the international division planted too many hogs 
in too many countries. We were spread too thin, we didn't hove proper resources in each country and we incurred large 
operating losses. In the last five years, we've become more disciplined about where we have company operations and 
about the tools we provide around the world. There ore two factors that have emerged: A narrower focus on equity 
operations and much more disciplined fools that we manage with, among both company and franchise partners. 


David: How did you decide where to focus our company equity investment? 
Pete: 


We've been focusing our equity investment in four key markets—China, the U.K,, Korea and Mexico. 
That’s been our story for the last two or three years. Each of these large company markets generates a great deal 
of our profit and is well established with strong broods and strong growth potential. 

Pete's right. Take China for instance. There's no doubt m my mind, we aren't even dose to reaching our full 
potential there. China has roughly five times the population of the U.S., and KFC has about 5,000 units in the U S., 
so at the same level of penetration we should have about 25,000 units in China someday I'm proud of the fact that 
we've been rated the #1 brand in China today—so our true potential may even be bigger. 

We also think we're making the right strategic bets on the growth of certain developing and start-up markets 
that should be very rapidly growing in the next five years—namely, KFC Europe and we're just starting in KFC Brazil. 

In Western Europe, we've focused our initial investment in three important countries: France, Germany and 
The Netherlands. The early results in France and The Netherlands in particular underscore the consumer appeal of 
KFC and the unique nature at its products. Germany has been more difficult but, even there, we're getting prom¬ 
ising results in the bigger cities. Across the three countries there are now over 70 KFC units and our expansion 
efforts have only just begun! We see parallel company and franchise development in these three markets os pro¬ 
viding the springboard far more rapid penetration of other countries throughout the Continent. 


ROUNDTABLE PARTICIPANTS: 

Frarp left to right lop to bottom: 

% . David Novak, Yunfi! r Chairman and 
Chief Executive Officer, is iho moderator 
of this discussion. 

2-Pete Bossi YRI, President 

3. Scott Bergran, YR1, Chief Concept Officer 

4. Sam Su. President, Greater China 

5. Graham Allan, Managing Director, Europe 


Opposite 

KFC is CWools # I brand 
and opened the country's 
first in Beijing 

in 2002 











Scott We have very targe franchise businesses around the world and even though they seem to be in mature mar¬ 
kets, we're confident they con continue their strong growth. It's counter-intuitive, but the bigger and stronger you 
become, the more powerful the brands and the building opportunities become. Specifically, I'm talking about 
Canada, Japan, Australia and a lot of Asia. 

David: Talk about your approach fa driving global brands. 

Scott: It's not a whole lot different than what Yum! does domestically. We follow the Yum! marketing model with 
one global brand identity but position The brand so It's more relevant to the local markets. This way, we can work 
in partnership with the countries themselves to adopt the product to be more relevant to local customers. Limited 
time offers or flavor improvements are made at the market level. But on issues of brand identity and product seg¬ 
mentation, we continue to work toward a tighter integration of product and brand devefopment between our 
international and domestic brands. For example, at the local level we should be using similar product descriptions 
in our marketing when introducing new products across the globe. 

David: What makes you think we can continue to add 1,000 new units per year? 

Sam: This January, we reached &00 stores in China and we are developing at o pace af ZOO-plus stores a year This 
puts us more than 200 stores ahead of our closest competitor, McDonald's, with on ever-widening gap. But we are 
far from full penetration. Our Pizza Hut business has reached 100 units and is China's leading brand in the casual 
dining category. We are also beginning to develop a strong Pizza Hut delivery business that can be yet another 
major growth vehicle. Then, there Is always the possibility of other now brands. 

Grahon:: Despite a strong presence in the UK. and its broad appeal throughout the world, KFC historically has been 
only a small player in the rest of Europe. The brand is represented in most Continental countries but has not achieved 
true scale in any single country. This gap provides us with a great opportunity for future growth. The potential market is 
more than 700 million people and branded quick-service restaurants are now wed accepted by consumers across Europe. 

Pete We have five great brands, in addition to Multibranding opportunities, and we've really only just begun devel¬ 
oping KFC and PH. These two brands alone have significant potential. We also have strong, dedicated leaders who 
are committed to developing this potential—not to mention the fact that we are the largest real estate developer 
in the world. And we can't forget that there is no shortage of demand for our food. 

David: I know we've had a great year, but what are your greatest challenges going forward? 

Pete: I'd say our greatest challenge is not to lose our focus. We have the strategy and people in place. Now we 
hove fa continue to improve year over year. We are going to be an increasingly larger percentage of Yum! profit 
going forward and I'm really excited about our international opportunity. The table is set for us to become the pre¬ 
mier global restaurant company. 


Above ieft Around the world Yuml'fc Customer 
Maniacs are busy introducing exciting new products 
like the KFC Pocket JFAsal In ttie UK, 

Aiwu& tight Celebrations marking the 100th Pina 
Nut in China look place bn the port city of TTenflcm. 

0efatv left This raslauront—the first KFC In XlnJiang, 
China—Fs Ihe 6071h KFC in that country. 

Befow right KFC Thailand celebrated Yumft fifth 
anniversary by entertaining 200 orphans from' rural 
Thailand with cake end an appearance from Chitky, 
Our KFC mascot. 
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te'cHv left we are currently 
opening mare than 200 
restaurants each year in 
China. Pictured here, rhe first 
store in ^haogxi Province. 

&etow right KFC Wejdcu 
opened this landmark 4 DOfh 
restaurant in Ensenada 
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TRANSFORMING THE QUICK-SERVICE CATEGORY WITH MULTIBRANDING: 1 + 1 = 3 


We want to be the best in the world at providing customers branded restaurant 
choice. Our customers have told us very clearly that we can break away from the 
pack when we offer two of our great brands in the same restaurant. Oftentimes, 
our best ideas come from our franchisees. So we asked three of them their views 
on Multibranding and Customer Mania. 



(opened first Toco Self/Long John Silver's} Multibranding has a dramatic impact on the customer It's a bar¬ 
rier-breaker for families, meaning that sometimes kids like to eat different things than adults, if you've gat an 
A&W/Long John Silver's, like see do in South Texas, you can see how it offers something for everyone. More glob¬ 
ally, though, if you hove a KFC/Taeo Sell, you might get someone who wants a taco one day and who will come 
back the next day for chicken. When we add volume to these restaurants through Multibranding, we add incre¬ 
mental profits that we could not have gotten any other way. For example, if you take a good restaurant—like a 
$900,000 Taco Bell—and add a $400,000 Long John Silver's, you hove added incremental profits that would be 
impossible to get any other way, 

(opened first KFC/A&W) Multibranding offers our customers more variety. (T creates an entertaining, fun 
atmosphere in our restaurants for customers and Team Members and helps leverage the cost of land, buildings and 
equipment. That ensures us o better return on our investment. When you're adding a recognized second brand, it 
increases soles a lot faster than if you just add new products to your primary brand. It also broadens the customer 
base. We see younger people, more families and a steadier business through the whole day. Your food stays fresher, 
your service more consistent and you don't hove to worry as much about how to schedule Team Members for the 
slow times of day because there aren't os many slow periods in your day. 

[opened first KFC/Taco Bell) Multibranding gives franchisees the option to leverage new and existing real estate 
in order to reach a broader customer base. For example, placing two brands under one roof in more expensive dry 
locations helps pay the higher rent. Or, in smaller more rural areas with fewer people, the sales from two brands 
justify the restaurant's location, whereas the sales from one brand couldn't. The challenge Multibranding presents, 
however, is in the creation of great brand partnerships. The brands must complement, not compete with, one 


ROUNDTABLE PARTICIPANTS: 

ffdni left tv right top to bottom. 

1 . Ay [win Lawis, recently named President, 

Chief Multibranding and Operating Officer is the 
moderator of this discussion 

2. Franchisee Larry Domett. President, 

Southern Multitoads. Inc, 

J.t-nancrusse 1BOT T?UPA UioirmairT offlfu Guard. 
Harman Management Corporation 

4. Franchisee Al Luihn, CEO, Luihn Food Systems 

Lett Veteran ROM Pam Janes has led her multi- 
branded team lo beat their internal sales targets 
by 53 X! Now that's Customer Mania * 
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alone , 

were 

elicious 

Together 

we're 





Multibranding 
allows us to give 
more choice and 
variety to our cus¬ 
tomers. That's how 
we demonstrate 
our Customer 
Mania—fish, pizza, 
wings, burritos or 
chili dogs, anyone? 
Yum! 


16 . 







"MULTIBRANDING IS THE BIGGEST INNOVATION IN THE Q5R INDUSTRY SINCE THE DRIVE-THRU WINDOW!" 


another Remember the concept should be able to offer the customer a great dining experience that encourages 
more frequent visits. 

Aylwin: What do your customers think of it? 

Jackie; This is what our customers tell us: They say they love it, that they enjoy the variety, and that if helps satisfy 
everyone in the family. It's convenient far them because you've got two restaurants instead of one, and it's fast. 
That's because you've got a new store with the latest in equipment so you're able to do things faster. We are work¬ 
ing to maximize the service time on the drive-thru to make sure customers get their food quickly. That brings the 
focus to everyone that quick-service is important to the customer. And when you co-brand with A&W, you can see 
people heading to the table with those big, frosty mug Root Beer Floats. The kids can't get enough of them. The 
jukebox plays nostalgic music and it's free. They iove if. They con pick their own music if they wont, but it plays all 
the time anyway. We've done some consumer in sight surveys and the people Interviewed have given multi branded 
restaurants higher ratings than just the single brands. 

Al: Customers want and In most cases demand uncomplicated menu variety. Focus groups have told us that lime 
and time again. An old, redundant, or boring menu offering does not connect with todays lifestyle. The concept of 
Multibranding is much more relevant. But the true measure of customer acceptance and enthusiasm for 
Multibranding con he experienced through Increased restaurant sales and more frequent core customer traffic. 
Customers have told us that they appreciate a quick-service concept that offers not only quality food but also a 
restaurant with established brand integrity 

barn What I tell you is anecdotal. When you open a multibranded restaurant and the volume doubles, then your cus¬ 
tomers hove told you all they can tell you. It overcomes the "veto"—-there's something for everyone under one roof. 

Aylwin: How do you think Multibranding is being received in the greater franchise community? 

Jackie I think most franchisees are open to and excited about the opportunity Multibranding brings to them. 
Franchisees I have talked to ore happy with rhe results they have experienced with Multibranding and can see more 
opportunity with future growth. Multibranding helps us protect our return on investment. I'm sure that's very impor¬ 
tant to all franchisees. 

f think it's like anything else. There are people in any franchise community who ore entrepreneurs by nature. 
People who are entrepreneurial, like me, are probably going to go after this kind of idea hammer and tang and 



"Typically, sales 
rise at least 20% 
when a second 
brand is added to 
another Yuml 
Brand" 
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see where it takes them, it's the folks who see the possibility unfolding in front of them and jump out to make this 
thing work, it's these folks who will lead in Multibranding. The others will come along because this is all about mak¬ 
ing money That's why we're in the business—we're here to increase profits. 

Ay I win: How does Customer Mania impact operations? 

Jackie: We think Customer Mania is a great initiative and very important to our success. We have seen improve¬ 
ments in operations because of Customer Mania. I've been looking at our 1-800 customer hotline calls and hove 
noticed that our service complaints are down and I think we con continue to lower them. Vtfe think Customer Mania 
brings focus to why we're in business—and we're In business for the satisfaction of our customers and Team 
Members. 

Lorry. We've had an absolute blast with it. Before Customer Mania, we all understood the importance of good hos¬ 
pitality, but what Customer Mania does for our Team Members is make them realize that indifference to customers 
comes across as rudeness. What Customer Maniocs need to do Is totally bury indifference and moke themselves 
feel as if their customers are guests in their homes. When we explain It to Team Members like that and they try it 
they become believers. 

Al: Customer Manta from the restaurant point of view is contagious, t have seen managers develop their teams 
completely around Customer Mania. Say a Team Member shows up one morning and the manager senses that the 
person is not going to contribute. The ROM might tell the Team Member to take a couple of hours off, regroup and 
come back ready to contribute to the overoll benefit of the restaurant. Customers con feel the enthusiasm of 
Customer Mania at the front counter, and that's why it's contagious. 

Jackie: Okay Aylwin, let me ask you one. As the President, Chief Multibranding and Operating Officer, what are the 
resources you're putting behind Customer Mania? 

Aylwin: I'm glad you asked. We're serious about Customer Mania and we're dedicated to driving If across the sys¬ 
tem. In addition to the quarterly training in the restaurants, we're putting about 150 or so of our best managers, 
30 to 40 from each of our brands, into the restaurants to inspect the stores and ensure that we ore meeting or 
exceeding our CHAMPS standards. This "CHAMPS Excellence Review" process allows us to then sit down with the 
leadership and go over the results so that we can improve upon them. This represents an S18 million commitment 
to ensure that our leaders get the training, support and encouragement they need to succeed. Encouragement is 
key. We're using this as a great way to recognize our teams and create more role models for Customer Mania. 


We have 
the potential 
for 13,000 
multibranded 
units in the 
U.S. alone. 




Customers prefer our 
multibranded restau¬ 
rants 6 to 1 over single 
branded ones. 
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BECOMING THE BEST RESTAURANT OPERATOR IN THE WORLD 


With five great brands and over 840,000 Customer Maniacs-in-Training around the 
globe, we're committed to building an operating culture where everything is centered 
on our customers, For us, it's executing the basics, delivering 100% CHAMPS with a Yes! 
attitude and mindset. It's about daily energy, intensity, and a passion to take our oper¬ 
ations to the next level of excellence. It's about jointly creating consistent performance 
that puts our customers first. In this roundtable, Yumf's Aylwin Lewis, President, Chief 
Multibranding and Operating Officer, talks with four Restaurant General Managers to 
learn haw Customer Maniacs think, act, and respond to the customers they love to serve. 
We all strive to be CHAMPS! 


David: You’v* now instituted a global operating platform, tell at»r $ 


\Ys more important them ever to commit ourselves to running great restaurants better than any of our com¬ 
petitors. And that means increased focus on satisfying aur customers and anticipating their needs. The key is 
Customer Mania. And the way we re driving that is through continued training and improving execution through 
our 100% CHAMPS With a Yes! program. We're training people four times a year, making steady progress and 
having fun doing It, We just need to continue to drive success at the restaurant level and get better, and better and 
better at satisfying our customers. Rather than me talking about it, let me ask our #3f leaders, our ROMs, how 
they're loading the way. 


e you most proud of in 2002? 


Without a doubt, it was the rollout of Customer Mania . Once my Team Members were trained, we were 
ready to roll. Everyone realized it was a smart way to da business and one in which they could personally benefit 
as well. Several have told me that Customer Mania helped them learn to think like a customer. 

CHAMPS set the standard in my restaurant several years ago, but lost year we especially drove the whole 
CHAMPS with a Yes! attitude and that made a real difference far the team and for our customers. They both noticed 
the difference. It meant that the customers won—and the customer must always win. 

Customer Mania defined a way of life in my restaurant last year. It empowered Team Members to make 
decisions on behalf of their customers and that empowerment treated ownership by the team. 

Customer Mania brought Team Members and ROMs closer together across the system, it certainly did in my 
restaurant. It helps everyone understand better what everyone else has to do to succeed and enables him or her to 
pitch m and help. Each also became more aware of their brand and of the importance of customers—repeat customers! 



ROUNDTABLE 

PARTICIPANTS: 

From left to right, top to bottom : 

1. Aylwin Lewis. President, Chief 
Multibranding and Operating Officer is 
ifie moderator of this discussion. 

2. Alfredo Arroyo, ROM 

3. DcVonn e Waters, RGftA 

4. Mike Nuriul. RGfVI 

5. Omar Gaines. ROM 

Left Pizza Hut ROM Todd Exley is loading 
his foam to perfect CHAMPS scores, 
while driving his same store soles $19,000 
a week 1 ! 2JR Plzjzo Enterprises 




r 5 

- - 

Multibranding and 
Operating Officer, AyMn 
regularly holds roundtable 
discussions with ROMs. 
Here r $ one he recently 
hod with several Toco Bell 
ROMs in Florida. 

L J 




f -1 

r ^ " 

r 1 
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Left Xustcmer Mania makes this an exciting 

CuiTom&r Mama Training program, 

1! 

place to work and an exerting place to serve 

ftn noticed a difference in our loom 


customers. I lave talking to our customers. When 

Member* The* ready tmdwitand 

__ - 

they smile, it makes us smile too. 11 has brought 

what H meant la put m* customer 

<•**'; J 

us closet to our customers and to each aiher 

fltti I realty Itmik they felt they <dn 

VI v- V 

People take mare pride in their work and have 

each moke out cuilarrere' experience 

1 

more tun doing it" 

in out note tfie best n con be"* 


Josh Oringenberg, Team Member 

Ch*ryt Richardson ROM 

-4 . 

KfC, Herman Management 

Ptzia Hut taco bed 

* 
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Aylwin: What is the toughest pert of your job? 

Alfredo When we're busy in great. Everyone is in ptoce; fhe/ve been fully cross-trained to step in and take over when 
someone else on the team needs help. The drive-thru is dipping along, the lobby is bill and the orders are flying. 
That's wheat mokes aur job the most fulfilling. The toughest part of the job is managing hours when sales are slower— 
typically late afternoon between lunch and dinner crowds, ff you don't watch it then's when the team con lose Its focus, 
Mike You know H as a manager, you have to practice Customer Mania with the customers bat you hove to proctice 
if with your Team Members, too. You hove to be just as alert to their needs os you do your customers' needs. It can 
be a pretty tough balancing act sometimes. 

QeVonnc: The job of on ROM is incredibly complex sometimes and you are the one who has to deal with all the 
challenges—from personnel fa operations, you have to make sure everything works right all the time. I'd say just 
being the one who makes sure the place keeps hopping is the toughest part of my job. 

Aylwin; How are you reducing Team turnover to drive more consistency for our customers? 

Mike Customer Mania has provided us with a super edge in hiring great Team Members and in keeping the great 
ones we've put so much effort into training. We're building a reword and recognition culture, one that gets our 
team pumped up and excited about satisfying each and every customer, it's a great culture we're creating and it 
makes a big difference in the store day to day and makes people want to stay. 

Alfredo: I agree. We hove a very positive attitude in our restaurant, due largely to Customer Mania. My job is 
different with Customer Mania and the Team Members feel more positive about their Jobs too. Not having to 
constantly deal with turnover Issues has made me a better manager. 
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"CUSTOMER MANIA 

TRAINING was kind 
of challenging—and fun. 
The bottom line is it made 
me feel empowered— 

I'm a professional! And 
I know I can make my 
customers' experiences 
the best they can be. 

And I train my team to do 
the same, every day." 

Bruce Taylor. Assistant Manager, 
KFC/tong John Silver's 



DcVonnc: Selection is the key H I think. When rt comes to hiring great new Customer Maniacs, I go through 50 appll- 
cations just to get one Team Member Ifs a time-consuming, always-uncertain process, I would much rather pot 
extra efforts into making sure my existing Team Members are happy and fulfilled in their jobs. 

It's about love. Love your people...love your customers...show it every day. 

Ay I win- Now important was the Speed of Service focus to you in 2002 ? 

Alfred Wo used the Speed of Service tools that the company provided us with and they made a difference Having 
the tools is one thing, knowing how and when to apply them rs another. I think we have developed some excellent 
processes for applying these tools and I think the results show up at the drive-thru window every day. 

Omar: The customer is sitting out there in the drive-thru watching the dock in his cor tick by. If you can shave a 
second or two off every order you not only make those individual customers happy, it can mean thousands of 
dollars to your restaurant over the course of a yean 

DeVonne: We have contests in our restaurant for the most cars and the most transactions coming through the drive’ 

thru I find thntV n nrp-nt wnu in mnfiuntfi Tunm M^mhprC to InrrpnfA tho fit Service It's just one mare way 

we're putting our customers first. 

Ay I win: What are some of the critical operational tools that will help us get better and better and better at satisfy¬ 
ing our customers? 

I really like the Balanced Scorecard. It helps us focus an our performance and get better and better in four 
key areas; people, customers, soles growth and profits. When we use it we can get critical information that can 
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Abavfj M l hove Fun and love the people ( 
work with, Aid Team Member* I love feeling 
that | can make a difference. And I can. Our 
Customer Mania training taught us that. If$ 
also about being polite fa the customer and 
trying to make them feel that ha or she is our 
#1 priority," 

Elizabeth Parkerson, Team Member. 

Taco Sell. Southern Multifoods Ihc. 


r i 

Imff "Customs Monio h 

r i 

"Fm proud of my work i moke sure that 

giving 100% of you* ooargy 

every piece of chicken 1 fry ond every product 1 

ond enttnj&io*<n to moiling 

moke is delicious. That's, because 1 know that 

yow tustanwi KW\ 

what I'm doing bock here Is being so well 

utfisfiod—every hour 

received out in the dining room And fhor lo me 

fWf day" 

is what it means to be a Customer Manioc." 

Jo* Goalee Assistant Manager 

Amadou Gouzae. Cook, 

Umg John Silver VAAW 

KFC/A&W, Luihn Food Systems 

L J 
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help us run our restaurants better We talked about reducing turnover earlier and I think the Balanced Scorecard 
is another great tool we can use to reduce turnover 

I agree. It really helps us target our progress. We know exactly where we're doing welt H and where we 
need to focus more of our attention. Now that we're doing CER (CHAMPS Excellence Review), I think Team Members 
are even more aware of Customer Mania and its importance. We don't know when a CER visit is going to happen* 
so we've got to be on our toes all the time. And when we get the results bock from the visit* we always sit down 
and go over them carefully to make sure we're executing against our standards and delivering on our 100% CHAMPS 
with a Yes! program. 

The unannounced visits really are a great training tool and great way to recognize my team. I use them as a 
chance to pot my people on the bock and show them how important they are. And that I care about them. My team 
is important to me. I really like seeing the increased focus on Team Member training and the fact that we're training 
more frequently, Jt makes us better able to give our customers what they want. And that's what it's all about. Giving 
our people the confidence to handle every situation ond get better and better at serving our customers. 

Ay I win: It just shows you* with people like this running our restaurants, putting their capability first and the capa¬ 
bility of all our people in the system first satisfied customers will follow and our company will moke marc money, 
That's aur formula for success. 
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YUM! AT-A-GLANCE 


U S. Soles by Doyporf US, Sales by Distribution 

\h pj iraiki Channel : • of m\^ 





* Dinner 54% * Lunch 3?%l ■ Dine Out 80% 

* Snacks/Breokfasi 9% * Due In 20% 



» Dinner 62% * Lunch 26% * Dine Out 74% 

* Snacks/Breakfast 12% * D'ne 26% 



* Dinner 41% * Lunch 44% * Dine Out 74% 

* Snacks/Break fast 15% * Dine In 26% 



* Dinner 50% * Lunch 50% • Dine Out 58% 

* Dine In 42% 



Sources of System 
Soles in International 
Restaurants* 



* Asia-Pacific 40% 

* Europe, South Africa 
■ Americas 20% 

* Greater China 15% 


SOURCE; CRESl 

* System sales represses, the combined sciles of Company, 
unconsolidated aMil-Ues, franchise nrid license restnuranls. 
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Alone we're delicious. Together we're Yum! 

in 2002, we expanded our portfolio of category-tending brands by acquiring Long John Silver's 
and A&W All-American Food Restaurants to drive our Multibranding leadership. Now four of our 
brands—KFC, Pizza Hut, Taco Bell and Long John Silver's—are the global leaders of the chicken, 
pizza, Mexkan-style food and quick-service seafood categories, respectively. And A&W All- 
American Food has been serving a signature frosty mug Root Beer Float and all-American pure- 
beef hamburgers and hot dogs since 1919, making if the longest running quick-service franchise 
chain in America. To better reflect this expanded portfolio and our New York Stock Exchange 
ticker symbol |NY5E;YUM}, we received shareholder approval to change our corporate name to 
Yumf Brands from Tricon Global Restaurants. 


HERE'S HOW WE SET OUR TABLE IN 2002: 



TACO BELL Taco Bell hod outstanding results In 2002, with a 7% increase in company same store sales, 
marking 17 consecutive periods of growth. Customer compliments also increased as we improved our speed 
of service and reduced turnover of our Restaurant General Managers and Team Members. Our "Think 
Outside the Bun" advertising campaign helped introduce America to some hit products, including delicious 
Border Bowls, Fajita Grilled Stuff Burritos and 7-Layer Nachog. Our customers took notice, and Taco Bell moved up to 
third place from fifth in QSR magazine's annual drive-thru survey of the top 25 quick-service restaurant brands (in 
2000, Taco Bell placed 14th, so that's huge progress!). Emit Brotick , President and Chief Concept Officer 


KFC also improved operations by launching "Hot & Fresh " serving great-tasting, home-style meals hotter 
and fresher than ever before. Honey BBG and Spicy BBQ wings ied sales in early 2002, followed by Popcorn 
Chicken in the summertime. And, we began serving our meals in deep three-section plates—differentiating 
KFC from fast food and underscoring our "There's fast food. Then there's KFC" advertising campaign with celebrity 
Jason Alexander Finally, our CHAMPS scores have improved to their highest levels yet as wo train our employees to 
have a Customer Mania mindset. We are not satisfied however, with our flat sales in 2002, and arc focused on the right 
growth initiatives to return to positive sales in 2003 and beyond.— Cheryl Bochetder, President and Chief Concept Officer 

PIZZA HUT In 2002, saies at Pizza Hut were flat, however we know we're capable of improving our per- 
formance. This past year, we continued to innovate and lead the pizza category by introducing two great 
rJjuf new products. The portable P'Zone—a pizza that eats like a sandwich—and the ultimate Chicago Dish 
Pizza—so deep, you need o fork to eat it! At the some time. Pizza Hut's customer satisfaction scores 
improved, with better delivery times and record-high CHAMPS scores. We also reduced Restaurant General Manager 
turnover by 15%, and Team Member turnover dropped to an all-time low of 112%—now that's how well get to CHAMPS 
with a Yes! 100% of the time.— Peter Head President and Chief Concept Officer 

LONG JOHN SILVER S With 33% market share and over 1,200 restaurants in the U.5., Long John Silver's is 
the leader in the quick-service seafood segment, In 2002, we featured our hand-dipped, signature fish ond 
shrimp, with our value-packed Boatload of Seafood Variety Platter and Seafood Basket Combos. Our now 
national advertising campaign reminds everyone if there is a Long John Silver's nearby, it's "Seafood 
Country" It's no wonder we're America's favorite place for seafood! Stop by and ring the bell! — Stove Davis President 


SilW. 


@01 


, A&W ALL-AMERICAN FOOD At A&W, we improved the quality of our offerings and introduced America to 


T-g two hot products that drove sales: the Velveefa burger, a cheeseburger with lots and lots and lots of deli* 

cious Vetveeta cheese, ond the Texas Toast BLT, a sandwich piled high with bacon, lettuce, tomato ond served 
on thick Texas Toast With real jukebox music and a frosty mug A&W Root Beer Float in hand, our customers love the nos¬ 
talgia as much as our delicious 100% LLS. beet burgers, coney dogs, french fries and onion rings. 


With great food, and the opportunity to provide more choke and convenience by placing two of these brands under 
one roof, you can see why the world is saying Yum! 




FAJITA GRILLED STUFF BURRITO 
Siiil ing strip* of morina led steak, 
grilled veggies and all the great 
fapto flavors wrapped up in a 
grilled tor Hilo. 


FISH PLATTER; 

it's hard to rosist our hand-dipped, 
freshly prepared fish, chicken and 
shrimp m aur one-of a-kind, signature 
batter—sure to give every bite that 
delicious crunch. 


HOME-STYLE MEALS; 

KFC's advantage is that rt afters o 
satisfying, complete meal—perfect 
for mams who care about the meals 
they serve fheir family, 


THE DISH; 


So thick, you need a fork to enjoy 
our new Chicago-styie pizza-The Dish 
The thick, flaky crust is golden and 
slightly crisped outside and filled 
with Payer upon layer of delicious 
cheese and topping* inside. 
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WORLDWIDE SYSTEM UNITS 


Year-end 

J002 

2001 

7000 

1999 

1998 

5-yeor 
growth c,bl 

United States 

KFC 

5,472 

5,399 

5,364 

5,231 

5,105 

1% 

Pizza Hut 

7,599 

7,719 

7,927 

8.084 

8,412 

I3%1 

Toco Bell 

5,165 

6,444 

6.746 

6,879 

6,852 

m 

Lor>g: John Silvers 

1,221 





m 

A&W 

665 





NM 

Total US 

21,126 

19,562 

20,037 

20,194 

20.369 

il%l 

International 

KFC 

6 f 890 

6,416 

5,974 

5,595 

5.318 

6% 

Pizza Hut 

4,431 

4372 

4,157 

3,961 

3,873 

3% 

Face Bell 

267 

239 

249 

232 

203 

3% 

Long John Silver's 

28 





MM 

A&W 

182 





NM 

Total Intemaiional 

11,798 

10,927 

10.380 

9,788 

9,394 

5% 

Total 

32,924 

30.489 

30.417 

29,932 

29,763 

1% 

!□: Compounded isrmuaf $?fiwihi rcriE; Tola! U5,, and Warid^ldp awdudB Ihe Impact qI lortg Jahn Silver's qn^ AftW lor 2002. 

Ibl Compounded annuat giwlft rale excludes the im^uci Ircm sfenrlng 30 mils Ham "pcd u.S. to him Italf Inlarnallorral In 7QQ2 



BREAKDOWN OF WORLDWIDE SYSTEM UNITS 






Year-end 2002 

Company 

Uncon¬ 

solidated 

Affitiate 

Franchised 

Licensed 

Total 

United States 

KFC 


1,234 


4,140 

AS 

5,472 

Pizza Hut 


1,760 

— 

4,743 


7,599 

Taco Bell 


1,284 

— 

3,759 

1J22 

6,165 

Long John Silver's 


741 

— 

480 

— 

1,221 

A&W 


124 

— 

541 

—r 

665 

Total US.' 01 


5,193 

4 

13,663 

2,266 

21,126 

International 







KFC 


1,516 

U75 

4,156 

43 

6,890 

Pizza Hut 


779 

941 

2,557 

154 

4.431 

Taco Bell 


38 

28 

138 

63 

£67 

Long John Silver's 


— 

— 

28 

— 

28 

A&W 


— 

— 

182 

— 

182 

Tolol Intefneaitanal 


2,333 

2.144 

7.061 

260 

11,798 

Total 


7326 

£,143 

20.774 

2,526 

32,924 

lei IikKmJbs A fan Con units 


WORLDWIDE UNITS 
In thousands, year-end 2002 


"tUmS Brands 
McDonald's 
Subway 
Burger King 
Wendy’s 
Domino's P\izq 
Dairy Queen 




























MANAGEMENT'S DISCUSSION AND ANALYSIS OF 
FINANCIAL CONDITION AND RESULTS OF OPERATIONS 


Turn 1 BrflrtdJ Inc 


INTRODUCTION 

On May 16, 2002, TRICON Global Restaurants, Inc changed Its 
name lo VUM! Brands, Inc in order la better reflect our expanding 
portfolio of brands n addition, cn rhe sans day Fncan Restaurants 
Interncillonal changed its name to YUM! Restaurants Inlernaliorsal 

YUM 1 Brands, Inc and Subsidiaries Icollectively referred to as 
"YUM' or (be Tampany"! comprises the WQridwfcla operations af 
KFC. Pizza Hul, Taco be 1 !, i.ang John Silver's I'USI and A&W A*l 
American Food Restaurants rA&W"l leal tec five ly 'the Concepts'] 
and is the world’s largest quick service restaurar i 'OSR1 compan s 
based on (he number of system units. US nnd A&A 1 were oddod 
when YUM acquired Yorkshire Global Restaurants, !rr fYGR"- on 
May 7 2002. Separately. KFC, Pizza Hut and Taco Ball rank m the 
lop ten among GSR chains in U.S system sales and unite With 
11.793 international units, YUM is the second largest GSR company 
outside the U.S YUM become on independent publicly owned 
company on October 6,1997 -rhe "Spin -oh Dale') via a "ax-tree dis¬ 
tribution of our Common Stock jibe *Disl ribbon - or "Spn-oFTl to 
the shareholders of our forme- parent, PepsiCo. tnc rPepstCd 

Throughout Management's Discussion and Analysis 
(TrtD&A'L we make reference la ongoing operating profit which 
represents our operating profit excluding the Impact o l tod ly 
actions net loss (gain) and unusual items Income [expense) See 
Nose 7 la ihe Consolidated Financial Statements far a detailed dis- 
cussian of these exclusions We use ongoing operating profit ns 
a key performance measure of our results of operations far pur¬ 
poses of evaluating performance internally. Ongoing operating 
profit is nolo measure defined in accounting principles generally 
accepted io the United Slates of America and should not be con¬ 
sidered in isolation or as a substitute for measures ol performance 
m accordance with accounting pr inciples generally accepted n 
the United Stases of America 

All references to per share and share amounts In she follow¬ 
ing iVK&A have been adjusted to reflecl Ihe f-wo-tar-one stork sp it 
distributed on June 17, £002. 

In 2002, our international business, YUM! Restaurants 
International ITRr or'International'! accounted tor 35% of system 
Ernies, 31%. of revenues end 32% of ongoing operating profit 
excluding unallocated and corporate expenses. We anticipate 
■hai, despile ihe inherent risks ond typically higher general and 
administrative expenses required by international operations, we 
will continue lo invest tn certain international markets With sub¬ 
stantial growth potential 

This MD&A should be read in conjunction with our 
Consolidated Financial Statements on pages 4 A through 47 and 
th e Cautionary Statements on page 43 All No to references herein 
refer to tae Notes to the Consolidated Financial Stolemente an 
pages 43 through 72. Tabular amounts are displayed in millions 
nxcepi per shore and uni" count amounte, or us otherwise specif¬ 
ically idenliFiec 


CRITICAL ACCOUNTING POUCIES 

Our reported results ore impacted by the application of certain 
accounting policies I her require us In mo ka sub;ectivn or complex 
ludgmenls -hese judgments involve estimations at ihe effect nf 
matters that are inherently uncertain and may significantly impact 
uuartery or annual results a! operations or financial candl- 
lion Changes in Ihe estimates and judgments could .significantly 
affect our results of operations, financial condition and cash flows 
in future years A description of what we consider lo be out most 
significant critical uccounting pnl.uus follows. 

Impairment or Disposal of Long-Lived Assets 

We evaluate our long-lived assets for impairment at ihe individual 
resin rant level Restaurants held and used are evaluated for 
impairment on a semi-annual basis or whenever events or cir¬ 
cumstances indicate that the carrying amount of □ restauranl may 
not be recoverable (including o decision lo dose a restaurant!. Our 
semi-annual lest includes those restaurants that have experienced 
two consecutive years of operaimg losses These impairment 
Evaluations require on estimation ol cosh flows over Ihe remain¬ 
ing useful ite of rhe primary asset of toe restaurant, which can be 
ter a period ol aver 20 years, and any I ermine I value We limit 
assumptions about important teeters such as sales growth and 
margin improvement lo those (hot ore supportable based upon 
our plans far the unit and actual results Ol comparable restaurants. 

If the long- lived assets of a restaurant on a held and used 
basis are not recoverable hosed upon forecasted, undiscounted 
cosh 'lows, we write ihe assets down la I hex fair vo no. This fair 
value is deiermined by discounting The Forecasted cash flows, 
including terminal value, of the restaurant □( an appropriate rote 
l he discount rate used is our cost of capital, adjusted upward 
when a higher risk is believed la exist. 

iMhen it is probable Ihat we will sell a restaurant we write 
down Ihe restaurant to its fair value 'Ate often refrartehise resiau- 
rants in groups und therefore perform impairment evaluations at 
the group love. Fair value -s bused on ihe expected sales proceeds 
le$s applicable transaction costs. Estimated sales proceeds are 
based an the most relevant ol historical soles mutoptes or bids 
bom buyers, and hove fusion cally been reasonably accurate esti¬ 
mations of she proceeds ultimately received 

See Note 2 for a further discussion ol cut policy regarding Ihe 
impairment or disposal of long-lived assets. 

Impairment of Investments in Unconsolidated 
Affiliates 

We- Tecord impairment charges related lo an investment in on 
unconsolidated affiliate whenever events or circumstances Indi¬ 
cate Ihat a decrease in the value af an investment has occurred 
which is olhef than temporary, in addition, we evaluate our invest¬ 
ment in ii nc on sol dated affiliates for impairment when they have 
experienced two consecutive years ot operating losses Our 
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impairment measurement test for on investment in an unconsuk 
ida ted affiliate is similar ta thal (or our restaurants except that we 
use discounted cash flows after interest and taxes instead of dis¬ 
co unted cash flaws before interest and taxes as used for our 
restaurants 

See Note 2 lor a further discussion! of aur policy regarding (he 
impairment of rnvestmenis m unconsolidated affiliates, 

Impairment of Goodwill 

We evaluate goodwill fot Impairment an on annual basis through 
the comparison of fair value of our reporting units lo their carrying 
values. Our reporting units are our operating segments in the US 
and our business management units internationally [typically indi¬ 
vidual countries]. Fair value is the pace a willing buyer would pay 
for the reporting unit, and is generally estimated by discounting 
expected future cash flaws from the reporting untfs aver twenty 
years plus an expected terminal value We fimil assumptions 
about important faclors such as soles growth and margin 
improvement lo those that ore supportable based upon our plans 
for the reporting uml 

We impaired 15 million Of goodwill during 2002 Teloted Ip our 
Pizza Hu I France reporting unis Far rhe remainder of our report¬ 
ing units with goodwill, the fair value is generally significantly in 
excess of Ihe recorded carrying value. Thus, we do not believe thal 
we have material goodwill thal is at risk to be impaired given cur¬ 
rent business perfaimance. 

See Note 2 (or a further discussion of our pc kies regarding 
goodwill. 

Allowances for franchise and License 
Receivables and Contingent Liabilities 

We reserve n franchisee's ur licensee's entire receivable balance 
based upon pm-defined aging criteria and upon the occurrence of 
other events thal indicate then we may not collect ihe balance due. 
As a result of reserving using this methodology, we havs an 
immaterial amount of receivables thal are pasl due that have not 
been reserved for at December 28, 2002. See Note 2 for □ further 
discussion of our policies regarding franchise and license opera¬ 
tions. 

Primarily as a rosuil of our retrench ising efforts, we remain 
liable lor certain lease assignments and guarantees. We record 
a liability for out exposure under these tease assignments and 
guarantees when such exposure is probable and estimable At 
Decam bur 2-3 r 2002, we have recorded an immaterial liability far 
our exposure which we consider to be probable rind estimable. 
The potential lulu I exposure under such looses is significant, with 
5278 million representing She presenl value of Ihe minimum pay¬ 
ments of the assigned leases at December 28, 2002, discounted 


of our pre-tax cos! aF debt. Curran I franchisees are the primary 
lessees under ihe vasl majority of these leases. We generally hove 
cross-default provisions with these franchisees ihal would put 
them ir> defaut't of their franchise agreement in the event of non 
payment under Ihe lease. We believe These cross-default 
provisions significantly reduce the risk that we wilt be required to 
moke poymenls under Ihese leases and, historically, we have no) 
been required to make such payments in significant amounts. See 
Note 24 for a further discussion of our tease guarantees. 

Seif-Insured Property and Casualty Losses 

We rem r d our best estimate of Ihe remaining cost to settle incurred 
self-insured properly and casualty claims. The estimate is based 
on Ihe results of on independent aduorio! study and considers 
historical claim frequency end severity as well as changes in fac' 
tors such as our business environment, benefit levels, medical 
casts and Ihe regulatory environment that couSd impact overall 
seFf-insuronce costs. Additionally, a risk margin to cover unfore¬ 
seen events that may occur over the several years it fakes for 
claims lo settle is included in our reserve, increasing our confi¬ 
dence level thal the recorded reserve is adequate 

See Note 24 for a further discussion of om insurance programs. 

Income Tax Valuation Allowances 
and Tax Reserves 

At December 28, 2002, we have recorded a valuation allowance 
of $137 million primarily to reduce our net operating loss and lax 
credit carryforwards of $176 million fa on amount that will mare 
likely than not be realized. These net operating loss and tax credit 
carryforwards exist in many stale and foreign jurisdictions and 
have varying carryforward periods and restrictions an usage The 
estimation of future taxable income in these state and foreign, juris¬ 
dictions and our resulting ability to utilize net operating loss and 
tax credit carryforwards can significantly change based on future 
events, including our determinations as to the feasibility of een 
lain tax planning strategies. Thus, recorded valuation allowances 
may be subject ro material future changes. 

As q mailer of course, we are regutarly audited by federal, 
state and Foreign lax authorities We provide reserves for poten¬ 
tial exposures whei i we consider it probable Ihor a taxing authority 
may lake a sustainable position on a matter contrary ro our posi ¬ 
tion. We evaluate these reserves, including interest thereon, on a 
quarterly basis to insure that they have been appropriately 
adjusted For events Ihal may impact aur ultimate payment For 
such exposures. 

See Note 22 far a further discussion nf our income luxes 
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FACTORS AFFECTING COMPARABILITY 
OF 2002 RESULTS TO 2001 RESULTS AND 
2001 RESULTS TO 2000 RESULTS 

VGR Acquisition 

On May 7 2002, the Company completed ife acquisition of YGR, 
"he pnrenr company of US and AftW See No 4 s 4 for a discussion 
of lh& acquisition 

As of the dole of the acquisition, YGR ansisied of 742 and 
496 company and franchise US units, respectively, and 127 and 
747 company and franchise A&'A 1 units, respective y in addition, 
133 rriullibranded US/A&W restaurants ware included in ihe US 
unit totals Except as drscussed in certain seel ions of the .WD&A, 
the impact of the acquisition on our results of operations in 2002 
was not significonl. 

Impact of Recently Adopted Accounting 
Pronouncement 

Effective December 30. 2001. the Company adopted Statement ol 
Financial Accounting Standards TSFASh No. 142, 'Goodwill and 
Other Intangible Assets' TSFAS142 ■ t in its entirety. in accordance 
with' I he requirements ol SFAS142, we ceased amortization of 
goodwill and Indefinite-lived mrangibfe as a! December 30. 2001 
The following table summarizes the favorable effect of SFAS142 
on restaurant profit, restaurant margin and ongoing operating 
profit had SFAS 142 been effective in 2001 


Year - nried December 29. ZOO I 
Inl^- 

US nalianal WGrJdWd# 


Eeslat rani profrl 

521 

in 

$32 

Kestaumn! maigri I'jcj 

0.5 

Q.i 

0.5 

Qigong opetertng profit 

S 22 

Sib 

538 


Additionally, if S^AS 142 had been effective -n 2001. repo Med net 
income would have increased approximately $26 mdlion and diluted 
earnings per common share ['EP51 wfruld have increased SO 09 

Unusual Items (Income) Expense 

We recorded unusual items income of $27 million in 2002 and 
S3 million m 2001 and unusual items expense ol $204 million in 
2000, See Note 7 for a detailed discussion ol our unusual items 
I In com el expense. 

Impact of New Unconsolidated Affiliates 

Consistent with our strategy lo locus our capital an key interna¬ 
tional markets, we formed venires in Canada and Poland with 
our largest franchisee in each market The venture In Canada was 
formed. In ti e third quarter of 2000 and the venture In Poland ms 


effective in the first quarter ol 2001 A1 the date uf formation, the 
Canadian venture operated over 700 stores and Ihe Poland ven¬ 
ture operated approximately IDO stares We did not record any 
gain or lass or, the tionsfer a I ousels to ihese new ventures. 

Previously the results from the restaurants we contributed tn 
these ventures were consolidated me impact of these Irons 
actions on operating results 1$ similar to the impact ol our 
^franchising activities, which is described m ihe Store Portfolio 
Strategy section below Consequently. Ihese transactions resulted 
ir o decline in ou 1 Company sabs, restaurant margin dollars and 
general and administrative rG8sA"l expenses as well as higher 
franchise fees We also record equity income llossl from invest¬ 
ments in unconsolidated affiliates \ B equity income ri l and. m 
Canada, higher franchise Sees since Ihe royalty rale was increased 
for those stores contributed by our parmer to the venture The for¬ 
mation of these ventures dd nol have o significant net impact on 
ongoing opera ling profit in 2001 

Store Portfolio Strategy 

Since 1995, we have been strategically reducing our share of 
fetal system units by selling Company restaurants to existing and 
new franchisees where their expertise can generally be lever¬ 
aged to improve the restaurants' overal operating performance, 
white retaining Company ownership of key US and International 
markets This porl foil a- balancing activity reduces our reported 
revenues and restaurant profits, which increases the importance 
of system soles as a key performance measure. We substantially 
completed our U.S refranchising program in 2001 

The following table summarizes our refranchisfeg activities: 



2M2 

2001 

2000 

Number of ijTirs refrondiisea 

174 

233 

757 

Eetranchising proceeds, pre-tax 

S B1 

mi 

S38I 

Retrafichising npi gaini. pre-km** 

S 19 

s y-i 

$200 


Yji 'Jitfl rduriut:SI?pfEvb.irWcM-a rt:dreimnehisingnshrjf-geal 
fell million id mark.ro mnrM ih& nef Q&sels of our ^inyQpGra business which vm-: 
toU durvig 2002 ar a price □pprrjxiny:li^hrisqijcil la ite carrying vtili^e 

in addition to our refranchising program, we have dosed certain 
restaurants over tbie past several years. Restaurants closed include 
poor performing restaurants, restaurants. relocated to a new s^te 
within the same trade area or US Pizza Nul delivery urn Is con¬ 
solidated with a now or existing dine- In ’radiiioaal stofe within Ihe 
same trade area, 









The following table summarfeas Company store closure 
artiv'fies 



2002 

2001 

2000 

Numtit?r of u-niis dosed 

224 

270 

2oe 

Store dOiiore c"Sf5 

SIS 

% 17 

S TO 

impcirrrwil ctuLirg^ For stores 
io be dosed 

* 

S 5 

5 6 


The impact on ongoing aperaling profit □ rising from our refran- 
chis.ng and $lare closure initio I Ives as well as fhe contribution of 
Company slopes to now unconsolidated affiliates is the net of lal 
I he estimated reduction in Company sates, resin u rant profit and 
G&A expenses; Ibl the estimated Increase in franchise fees tram 
lha siores refranchis^d, and Id the eslimated change in equity 
income Boss) The amount presented below reflect the estimated 
impact from stores that were opera led by us for all or some por¬ 
tion of the respective previous year and worn no longer operated 
by us as of the tost day of she respective year. 

The following table summarises the estimated impact on rev¬ 
enue of retrench ising. Company stare closures and, In 2001,1 he 
contribution of Company slnres to unconsolidated affiliates: 


2002 



US 

IfiIot- 

naticmal 

Wofitfividti 

Per raised sales 
irmeosetf franchise fees 

S{214| 

4 

stm 

4 

Si304f 

B 

Det/ease in total revenues 

S121Q] 

siai] 

s imt 

2001 


US 

lnlt*r- 

notiOrtal 

Worldwide- 

Decreased soles 

Inaea&ed franchise fees 

jM3I 

i\ 

S12431 

13 

S|?2fil 

M 

Decrease m loT-u! revenues 

SI^6Zi 

i.C23d] 

$16921 


The following labfe summarizes the estimaied impact on ongoing 
operating profit of retronchising, Company store dosuras and, 
In 2001 r the contribution of Company stores to unconsolidated 
affiliates: 


2002 


U.5 

In&er- 

natitmal 

Worldwide 

Deaeosed restaurant mung n 

IncrerHe-d franchise teei 

Decreased G&A 

*123) 

4 

1 

SIS) 

4 

3 

5!2fl; 

B 

3 

ID^Ci'-tiCa^! increase in 
orgaiig opp.miing profil 

sim 

£ 1 

£H71 

2001 



Inter- 



us 

nuhund 

Worldwide 

Decreased reslauranl margin 

sm 

$1251 

sim 

toirecj^q franchise f oss 

21 

13 

34 

Decreased G^A 

5 

13 

IS 

Decreased erjuily income 

- 

151 

151 

Decrease in ongoing ypedaling profil 

$1411 

5 141 

SMS) 


Franchisee financial Condition 

Like others in Jhe QSE industry, from rime to I mo, same of our fran¬ 
chise operators experience financial difficulties with respect to rhei r 
franchise operations 

Depending upon ihe facts and circumstances of each silua- 
lion, and in I he absence d? on improvement in ihu franchisee's 
business trends, ihere are a number of potentiof resolutions of 
these financial issues These include a sale of some or oil of the 
operator's restaurants 1o us gr o third party,, a reslructuring of the 
operator’s business and/or finances, or, in the more unusual 
cases, bankruptcy of the operator, It is our practice to proaclivety 
walk wish financially Iroubtod franchise operators in an attempt to 
positively resolve Iheir issues. 

Since 2000, certain of our franchise operators, principally in 
Ihe fora Bell system, have experienced varying degrees of finan¬ 
cial problems. Through December 28, 2002.. restructurings hove 
been completed for approximately 1,778 Taco Bell Franchise restau- 
ranis In connection wilh those restructurings, Tpco bell has 
acquired 147 restaurants for approximately 576 million, n addition 
to these acquisitions. Taco Bell has purchased land, buildings 
und/or equipment related to 52 restouranis from franchisees fo, r 
approximately S28 million and simultaneously leased il back la 
these Franchisees under long-term leases. As port of the restruc¬ 
turings, Taco Bell committed lo fund approximately 546 million of 
future franchise capital expenditures, principally through leasing 
arrangements, approximately %26 million of which has been 
funded Ihraugh December 28, 2002 We substantially completed 
the Taco Boil franchisee restructurings in 2002 and expect to final - 
fee any remaining rasirudurings in the first quarter of 2003 

In the fourth quarter of 2000, Toco Beil also established a 
115 million loan program to asslsl certain Franchisees All fundings 
had been advanced by the end of ihe first quarter of 2001 A 
remaining nel balance of $7 million at December 28, 2002 tor 
lhe$o nates receivable is included primarily n oi r er assets 
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VV-:? before that I he general improvement in business I rends 
al Taco Bell has i ieberi nHewn \p. imandal problems ir. the Taco Belt 
franchise system which were due la pa si downturns in spies A$ 
described in -he U 5, revenues section. Company snma siore soles 
growth ai Taco Bell increased 7% in 2QG2 This follows an 3% 
increase n Company same store sales growth nl taco Seli in I he 
fourth quo her of 2001 Generally, Iranchisees have experienced 
similar or better growth over ihese Time frames Accordingly, the 
cost of restructurings al Taco Bell franchise restaurants was less in 
2002 lhan in 2001 and, ihough we continue to monitor She silucn 
ffen; we o'xpecl these costs To be less again in 2003. 

Ti 2002 and 2001 Ihe Company charged expenses of 53 rr.il- 
Ikr, and 518 milPlon, respectively, lu ongoing uperulmg profit 
related to allowances for doubtful Taco Bek franchise and ' cense 
fee receivables. These costs are reported us part of tranche and 
i -rensfi expenses On on ongoing basis, we assess our exposure 
from franchise- related risks, 'which include estimated uncoJ- 
lectib tity of franchise and license receivables contingent lease 
liabilities, guarantees lo suppari third porly financial arrangements 
of franchisees and polentlql claims by franchisees The contingent 
lease liabilities and guarantees are more Fully discussed in Ibe 
tease Ooaroniees section a* Note 24 Although the ultimate impact 
of Ihese franchise financial issues cannot be predicted with cer¬ 
tainty at this lime, we have provided for our current estimate of she 
probable exposure ns of December 28, 2002. It is reasonably pos 
sible that there wit! be additional costs, however, these costs are 
not expecred to be marshal to quarterly or annual results a- oper¬ 
ation $, I nanciat condition or cash flows. 

Impact of AmeriServe Bankruptcy 
Reorganization Process 

See Note 25 for a discussion of the impact of Ihe AmeriSurve Food 
Distribution. Inc rAmenServel bankruptcy reorgan zofion process 
on the Company 


Impact of the Consolidation of an 
Unconsolidated Affiliate 

At the beginning of 2001 we consolidated a previously unconsol¬ 
idated affiliate In aur Consolidated Firnnciai Statements as a result 
of a change in our intent la temporarily relain control nl ints affill 
ate As a "esult of this chance. Company soles, r <,'Sln-..runi margin 
a-.d G&A mcreaseo approximately 5100 mil Ton. 56 million ana 
S9 rniltion, respectively, in 2001. Also as a result of the change, fran¬ 
chise fees and equity income decreased approx imgtety S4 million 
and $£ million, respectively. In 2001. At the dale of consolidation, 
this previously uncon so! Ida led affiliate operated over 100 states. 

Fifty-ttsird Week in 2000 

Our fiscal calendar results in, a i;fry third week every 5 or h years 
Fiscal year 2000 included a fifty- third week m the fourth quarter 
The estimated favorable impact m net ncarne was S1G m I on or 
SO 0-3 per dilured share in 2000 The fo-lowing tab e summarizes 
the estimated favorcbteAunfovambte 1 mpacl Of the fifty-third week 
on system sales, revenues and ongoing operating profit In 20t>0: 




inlef- 

Unallo¬ 



U.S 

ridtiona! 

cated 

Tola! 

System sales 

5 230 

S65 

$- 

S295 


Revenues 


Company sales 

Franchise i ^ 

5 59 

9 

510 

2 

5- 

5 76 

11 

T eial revenues 

5 67 

3 20 

%- 

5 07 

Ongoing operating profit 





+ rare hiss fees 

5 9 

% 2 

s- 

5 11 

Restaurant margin 

11 

A 


15 

General cmd 





administfolive expenses 

13) 

m 

(Z| 

!7| 

Ongoing opo'ding p^'c-li" 

1 17 

5 4 

5(21 

5 19 


The Company's next fiscal year with fitfy-lhree weeks will be 2005 


WORLDWIDE RESULTS OF OPERATIONS 



2002 

% 0HW| 
vs. 2001 

2001 

BUM 
vs 2000 

Revenues 

Company sales 

5 6,a*l 

12 

56,138 

(31 

Frnnrhise* r.nri lirense fees 

a*6 

6 

315 

3 

Iota! revenues 

5 7,757 

12 

5 6,953 

[£l 

Company reslcrumni margin 

5 IJOl 

22 

S 906 

(51 

% ol Company sates 

16 0% 

1 2 sen - 

1 A&% 

1031^ 

Ongamg operaring prafir 

51,035 

16 

5 839 


Fan lily ixilons nei (loss' eeir. 

«32[ 

NM 

111 

NiV 

Unusual i’ems income 

27 

MM 

3 

NIW 

Op*ruling profit 

1 r 0 30 

16 

091 

4 

1 Merest expense. nei 

172 

(01 

155 

10 

Income fnx 

275 

1151 

741 

IT 

Nei income 

5 503 

1H 

5 

Iv 

Diluled earnings shore'' 

£ 1.00 

16 

5 162 

17 

Ipl 5tefi Nli ft 6 l-'n II'im Mi n i ihm lit St/3i^ in 1 hiiS (Cak'i ilnlu n 

Sfcfi Note 1 7 fct o £*Sn '-v-s^n nl ihe pm-termo impad ol SFflb 142 an EPS n JJtK 1 

















WORLDWIDE RESTAURANT UNIT ACTIVITY 


UnconscJ : dnlE?d 



Company 

Affiliates 

franchisees 

Licensees 

Total 

Balance at D£l 30, 2000 

6,123 

1.B44 

19J297 

3.163 

30,417 

New Builds 

$21 

150 

618 

m 

1679 

Acquisitions 

361 

m\ 

[3231 

151 

- 

fte franchising 

(2331 

(201 

253 

■— 

- 

Closures 


£391 

1741) 

15571 

11.6071 

Orher* 1 

167) 

93 

126! 

— 

— 

Beslans^ Oi Due. 2 9, 2Cd! 

6,435 

Z,OT0 

1^243 


30,43 ? 

New BuikiB 

535 

165 

74B 

146 

1,644 

Acquisitions 1 * 

905 

41 

1,164 

O) 

2,107 

franchising 

11741 

1141 

168 

- 

- 

Closures 

1224! 

1461 

|649i 

1409} 

(U26I 

Other 

in 

2 

10 

1 

12 

ftqlanco- a\ Dec. 2 ft, 2002 

7,526 

2.146 

20,724 

2 r 526 

32 r 924 

% at Total 

23% 

6% 

63% 

&% 

100% 


'-■-i Primary includes $7 Comply awes and 41 Imnchisee Blares conlnbuled te am untOTSaHdeitad ^lliliftte In 7Cfll 
r 'bl includes umls tfiai ol rh^ darted Ihedcquiiillon nfXjEQfi iWiv 7 ?CO? 


WORLDWIDE SYSTEM SALES 

System senes represents [he combined sales of Company, uncon¬ 
solidated affiliates, franchise and license restaurants. Sales of 
unconsolidated affiliates and franchise and license restaurants 
result in franchise and license fees ior Us bul are not included In 
iho Company sate figure we present cm the Consolidated 
Statements of Income. However., we believe thal system sales is 
useful to investors as a sjgntficonl indicator of our Concepts' mar¬ 
ket share and the overall slrenglh of our business as it 
incorporates oil of our revenue drivers, company and franchise 
same store sales as well as nei unit development. 

% Biwt % m\ 

2002: vs. 2M1 2Q0i vs 2000 

System soles S 24,219 ft $22,373 1 


System sales increased, approximately SI, 091 mil Non or 8% In 
2002. The Impact from foreign currency translation was nai sig- 
nificanl. Excluding the favorable impact of the YGR acquisition, 
system sales increased 5% The increase resulted from new unil 
development and same store sate growth, partially offset by 
store closures 

System sales increased $169 rrirllian or ]% in 2001 after a 2% 
unfavorable Impacl from foreign currency transtation. Excluding 
the unfavorable impacl of foreign currency translation and bp 
ping the fifty-third week m 2000, system sales increased 5%. This 
increase was driven by new unil development and same store 
sate growth, partially offset by store closures. 


WORLDWIDE REVENUES 

Company sales increased $753 million or 12% in 2002. The Impacl 
from foreign currency translation was nol significant. Excluding Ihe 
favorable impact of ihe YGR acquisilton, Company sales increased 
6%. The increase was driven by new unil development and same 
store sales growth The -ncreuse was partially offset by refrem- 
thiSmg and store closures. 

Company sales decreased $167 million or 3%. in 2001, alter a 
2% unfavorable impacl from foreign currency translation. Excluding 
the unfavorably impact af foreign currency translation and lopping 
Ihe llfry-third week in 2000, Gompony sate were flal An increase 
due to new unit development was offset by refranchising. 

Franchise and license fees increased $51 million or 6% in 
2002. The impacl from foreign currency translation was nal sig 
nificanf. Excluding the favorable Impacl of Ihe YGR acquisition, 
franchise and license fees increased 4%. The increase was driven 
by new unit development and same store sales growth, partially 
offset by store closures, 

Franchise and license fees increased $27 million or 3% in 
2001, atier a 2% unfavorable impact from foreign currency trons 
lotion. Excluding ihe unfavorable Impacl of foreign currency 
translation and lapping the fifty-third week in 2000, franchise and 
license lees increased 7%. The increase was driven by new unil 
development uniis acquired from us and same store sales 
growth This increase was partially offset by store closures 
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WORLDWIDE COMPANY RESTAURANT MARGIN 



2002 

2-001 

2000 

Company sates 

TOO. 0'S 

loamSi 

1DOO% 

Fpad and paper 

30 6 

31.1 

3DS 

Pyymll and employee bcriefils 

27.2 

27,1 

27 7 

Occupant - and olher n-oeraiinc; expenses 

26.2 

27.0 

264 

Company restaurcml rrvurqin 

16.0% 

w% 

151% 


Reslaurant margin as a percentage of sales increased approxi¬ 
mately 120 basis points in 2002. The increase included rhe 
favorable impact of approximately &0 basis paints from ihe ndop- 
1 lor* of S£AS 142, partially affsel by rhe unfavorabte irnpacl of 
approximately 15 basis paints From Ihe YGR acquisition U5. 
restaurant margin increased approximately SO basis paints and 
inter National restaurant margin increased approximately 210 
basis promts 

Moslem rani margin ns □ percentage of sales decreased 
approximately 30 basis points in 2001 US resteuronl margin was 
flat and International restaurant margin declined approximately 
120 basis points 

WORLDWIDE GENERAL AND ADMINISTRATIVE 
EXPENSES 

G&A expenses increased SI 17 million or 15% m 2QG? Excluding rhe 
Unfgvnmbte impaci of rhe YGR acquisition. G&A expenses increased 
10%. The increuse wm primarily driven by higher compensation- 
rdoted costs and higher corporate and project spending. 

Q&A expenses decreased £34 million or 4% in 2001 Exclud¬ 
ing the favorable irnpacl of lapping the fifty-third week in 2000, 
G&A expenses decreased 3%. The decrease was driven by lower 
corporal© and project spending, the formation of unconsolidated 
affiliates and retranchising. The decrease was partially offset by 
higher compensation-re-toled costs. 

WORLDWIDE FRANCHISE AND LICENSE EXPENSES 

Franchise and license expenses decreased $10 million or 18% in 
2002 The decrease was primarily attributable to lownr allowances 
for doubtful franchise and ficensefee receivables and ihe favor¬ 
able Impact of lapping suppon cosis related lo the finonclot 
restructuring of certain Taco Beil franchisees in 2001 The decrease 
was partially offset by higher marketing supped costs in cerium 
internal lonai markets. 

Franchise and license expenses increased $10 m If ion or 20% 
n 2001. The ncrease was primarily do© to support cnsls related 
la the financial restructuring of certain Toco Bel! franchisees The 
increase was partially offset by lower allowances tar doubtful fran¬ 
chise and license fee receivables. 


WORLDWIDE OTHER (INCOME) EXPENSE 

Other I in come; expense >s comprised of equity Fjncamel loss tram 
investments in uncahsoltdnted of' Imfes and foreign exchange "et 
(gain] loss 

Other (incomel es^ense increased £7 million a? 28% in 2002 
Equity income increased S3 million or 12%. The Impact from for¬ 
eign currency translation was not significant on equity income The 
Increase included □ $4 million favorable impaci from th© arfopfron 
of SFAS142. 

Other I in-cure! expense decrease 1 $2 million or S’-- in 20C1 
■ quity income increased $1 million o; r 3%, after a 6% unfavorable 
impaci from foreign currency translation 

WORLDWIDE FACILITY ACTIONS NET LOSS (GAIN} 

We recorded facility actions net loss of S32 m-ilion in 2002 end 
$1 million In 200'. and facility actions net gam of $176 million in 
2000. See iheSlore Portfolio Strategy section tor more detail of our 
relronchrsing and closure activities and Note 7 for a summary of 
the components ol facility actions net loss Ignin! by reportable 
operating segment 


WORLDWIDE ONGOING OPERATING PROFIT 
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$9 
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NM 

Oi ’ijying opemlinrj pmfil 

S 1,055 

16 
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The changes m U 5 and International ongoing operating profit far 
2002 and 2001 ore discussed In the respect™ sections. 

Unallocated and corporate expenses increased $30 million 
or 20% h 2002. The increase was primarily driven by higher com- 
pensaiion-retoied coste and higher corporate and project spending. 

Unallocated and corporate expenses decreased SIS million 
or 9% in 2001 Fxcluding Ihe favorable impact of tapping ihe fitty- 
Ihird week in 2000. G&A decreased 3%.. The decline wa^ unman y 
due to lower corporate and project spending parlially offset by 
higher compensation-related costs 






WORLDWIDE INTEREST EXPENSE, NET 



2002 

2001 

2000 

interesl expense 

S1&0 

S172 

STO 

mierest incoir® 

EBI 

1141 
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meresr expense, net 

*172 

Sise 

$1 7t> 


Net interest expense increased $14 million or 8% in 2002 Interest 
expense increased $8 million or 5% in 2002 Excluding (he impoci 
of 1 he YGR acquisition, ntemsl expanse decreased 12%. The 
decrease "was driven by a reduction in our average debt balance 
partially offset by an increase in our average interest rate. Our 
average interest rate increased due la a reduction in our voriable- 
rate borrowings using proceeds from Ihe issuance of longer term, 
fixed-rare notes. 

Nei interest expense decreased $18 miltion or 10% in 200’ 
The decrease was primarily due to a decrease in our average 
interest rare. 


WORLDWIDE INCOME TAXES 



20fl2 

2001 

2000 

Reported 

Income rotes 

*275 

1241 

5271 

Effective lax /ate 

32 .1% 

32.6% 

39.6% 

Oni£j>ng lm 

income la*es 

5 270 

£2*13 

i?M 

EEfachveTax rate 

31.3% 

33 1% 

37 7% 


lal Excludes Ihe elFetrs d toally adkjtc IttsS igfflfril and unusual Hem* fjnremd 
i-jcFiense See Nele tar a discussjan aF these Hems 


The following lable reconciles ihe u $. federal siatuiory I ox rare lo 
our ongoing effective Eax rate: 



2002 

2001 

2000 

L S ioaeral stafutocy tax rare 

35.0% 

35.0% 

35,0% 

Slate income lax, ncr of federal in* benefit 
Foreign end US lax effects ctftiibuJnbte 

3-0 

1.9 

1.0 

*0 foreign yperqlign^ 

11-91 

0.2 

(041 

Adjustments relating lo ikiot years 

13.5) 

[2,21 

5.3 

Valuation allowance reve/sa^s 

— 

(1.7) 

MW 

Other, net 

10.31 

C0.1J 

- 

On^o-ing effecliue lax rate 

31.3%, 

33.1% 

37.7% 


The 2002 ongoing effective lax rate decreased 1.0 percentage 
points So V. 3-% The decrease in rhe ongoing effective 'ox rale was 
primarily due io adjustments related to prior years and on increase 
in the benefit from claiming credit against our current and lulure 
U.S. income lax liability tor foreign taxes paid, partially offset by 
reduced valuation allowance reversals See Note 22 fora discus¬ 
sion of valuation allowances, 

In 2002, ihe effective tax rate attributable lo foreign opera- 
itons was lower ihan the U.S. federal statutory rate primarily due 
lo the benefit of claiming credil against our omen I and (ulure U.S 
ncome lax liability for foreign luxes paid 

The 2001 ongoing effective tax rale decreased 4.6 pe*cer r - 
oge points to 33.1%, rhe decrease m Ihe ongoing effective lax rate 
was primarily due lo adjustments related to prior years, partially 
offset by reduced valuation allowance reversals 

In 2001, the effective tax rale aMribuibbfe to foreign operations 
was slightly higher Ihan the US. federal siatuiory rate because 
losses of foreign operations for which no benefit could be currently 
recognized and oiher adjustments mare Ihan affsol the effect 
of claiming credit against our U S rncame lax liability for foreign 
luxes paid. 


U.S. RESULTS OF OPERATIONS 
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U S RESTAURANT UNIT ACTIVITY 

UrKun=jilu>Dlfr.1 
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— 

1,001 
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- 

47 

- 

— 
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IB361 
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- 

- 

- 
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4 

13,6*3 

2,266 

21,126 

% Of Total 

24% 

— 

65% 

11% 

100% 
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|b| ktrimfe units Ihcil e-jaslerl nr it ii ■ ilrii^ol Ihn acquisition iff TOR un IWy* 1 7 r 2DC2 
Id ^presenfs Icsns^e units Iranslerred Imm US ia Inlemahnnal 


U S SYSTEM SALES 

% B|W1 X B(WI 

2002 ¥* 2CHI 2G01 vs 7000 

Extern soles 615,639 9 S I 


System sales increased approximately $1,243 million ar 9% in 2002 
Excluding the favorable impact of Ihe VGR acquisition, system soles 
increased 4%, The increase resulted from same stare sales growth 
and newunif development partially olfsel by store closures. 

System sales increased S32 million or 1% n 2001 Excluding 
Ihe unfavorable impact of lapping the fifty ihird wee*; in 2000, sys¬ 
tem sales increased 29' The increase was driven by new unit 
development and same store soles growlh at KFC and Pizza Hut 
partially offset by $lore closures 

U S REVENUES 

Company sates increased S491 million or 11% in 2002 Excluding 
Ihe favorable ImpOd of Ihe YGP acquisition, company sales 
mereased 3%. The increase was driven by new unit development 
and same store sates growth The increase was partially offset by 
store closures and retrench sing 

For 2002, blended Company some store sales ter KFC, Pizza 
Hut and Taco Bell were up 2% due lo increases in both Irongar 
irons and average guesi checfc Some store sales at Toco Bell 


increased ?%„ primarily driven by a 4% ncrease m transactions 
Same store sales at both Pizza Hul and KFC were fiat due to □ 2% 
increase in average guest check offeel by transodion declines 

Company sales decreased 1246 million or h% in 200 7 ; 
Exc uding ihe unfavorable impact of lapping ihe fitty-inird week in 
2000, Company sales decreased 4% The decrease was driven by 
rdranchlslng, pariaully offset by new unli develapmeni 

For 2001, blended Company same store sees for KFC, Pizza 
I lut and 7 aca Bell were up 1% on o comparable fifty-two week 
basis. An increase fr? Ihe average guesi check was partially offset 
by transaction declines. Same slore sales at KFC were up 3%, pri¬ 
marily due to an increase in transactions Same store sales a? bain 
Pizza Hul and Taco Bell were Hal. A 2% increase in the average 
guesi check or Pizza Hul and a 3% increase in the average guest 
check ql toco Bell were both offsei by transaction declines. 

Franchise and He ense tees increased S29 million or 5% if 
2002 Excluding she favorable impad of me YGR acquis if ion, fran¬ 
chise and license fees increased 3%. The mcrease was dnven by 
same stare sales growth and new un-t development partially -off¬ 
set by slore closures 

Franchise and ficensa fees grow $11 million or 2% in 2001 
Excluding the unfavorable impaci of lapping the fifly-ihird week 
in 2000, franchise and I c c-nsu leus increased 4% 1 hn increase 
was driven by units acquired from us and new unit developmeni, 
pariiolly offsei by store closures. 
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U S COMPANY RESTAURANT MARGIN 
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2031 

2000 
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1 00.0% 
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Food and pap* 
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Occupancy and elher operating expenses 
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25.4 
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16.0% 
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Restauranf margin as a percentage of sales increased approxi¬ 
mately 80 basis poinls in 2002. The increase includes the 
favorable 1m n od at approximately 50 basis points from I he odop 
hori al 5FAS 132, 'which was parttafly offset by the unfavorable 
impact of approximately 20 basis poinls from She YGR acquisition. 
The increase wo_s primarily driven by In - ] IdYorabte impact ol same 
store safes growth on margin and tower food end paper cosls, 
partially offcel by an increase in labor costs. The decrease In food 
and poper cos's was primarily driven hy cheese costs The 
increase in labor costs was primarily driven by wage rotes. 

Restaurant margin as a percentage of sales was flat in 2001 


Excluding the ‘overubio impact of both 5FAS M2 and the YGR 
acquisilion, ongoing operating profit increased fi%. The increase 
was driven by some store sales growl h and the favorable irrapocl 
nF lopping franchise support costs related to Ihe ftelructuring of 
certain Taco Bel* franchisees in 2001 The increase was partially 
offset by higher restaurant operating costs, primarily due to h ghsjr 
labor costs, and Ihe unfavorable impacl of refranchising and Store 
closures. The higher labor cosis were driven by wage rates. 

Ongoing opera ling profil decreased $20 million or 3% in 2001 
Excluding Ihe unfavorable Impacl of tapping I he filly-Ihird week 
in 2000, ongoing operating profit decreased 1% The decrease 
was driven by ihe unfavorable impacl of refranchising and store 
■ Injures, higher fesSnuranS opera I mg costs and higher franc bse 
supparl costs related la Ihe restructuring of certain Taco Bell fran¬ 
chisees The decrease was partially arise! by same si ore sales 
growth and new unit development 

INTERNATIONAL RESULTS OE OPERATIONS 


The favorable imped gf same store soles growth on margin was 
offset by increases in occupancy and olher costs, food and paper 
cosls and labor cosls. The increase in food and paper costs was 
primarily driven by cheese cosls The increase in lobar costs was 
primarily driven by wage rales. 

U S ONGOING OPERATING PROFIT 

Ongoing operating profil increased $103 million or 14% in 2002. 
including a 3% favorable impacl from the udaplion at SFAS 142 

INTERNATIONAL RESTAURANT UNIT ACTIVITY 

&glprxe ol Dec 30, 2000 
New Suite 

Acqulslhans 

ttefrmchising 

Closures 

0rhor u 

E-cJiance at Dec 29 ?DCli 
New Builds 
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Re Franchising 
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Orher' r: 

Bdonci of D*c, 2$, 2002 
% ot Total 
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8 
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6 
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13 
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5 
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31 
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international system sales 

V, BfWJ i «vMl 

2002 vt, 2-001 20n *> vs 2COC1 

System sales _ SMflO _ B 5 7732 _ 1 

System ides ^ncrnusod approximately $645 rr.ill nn or 8% in 2002, 
iffer a 1% unfavorable impact Item foreign currency tfcnsloTlori 
Excluding Ihe Impad of foreign cufrency Irar.siation and ihetavor- 
nbte impact of the YGR acquisition, system safes increased 8% 
II u n crease- required from new unit deve opmt?nl and same store 
sales growth, partially offset by stare closures. 

System sales Increased approximately 557 million orl% in 

2001 , nfte r a 7 % u r i fay ora n fe i ipac r from f nreig n cur rency 1 rn ns 
lotion Excluding the unfavorable impact of foreign currency 
frernstation and lapping the fifly-lhsnJ week in 2 PGQ, system safes 
increased 9 %. The increase was driven by new unit development 
cj-ii same store sales growth, partially offset by store closures 

INTERNATIONAL REVENUES 

Company safes ncreasert $262 million or 14 ?:. m 2002, after a 1% 
favorable impad from foreign currency iranslation. The increase 
was driven by new unit development, partiolly offset by refran- 
chislng and stare closures The unfavorable impact at refranchisng 
primarily resumed. from the sale of the Singapore business in the 
third quarter of 2002 

Company sales increased $79 million or 5 % in 2001 , after a 
5 % unfavorable impncl from foreign currency iron station Exclud¬ 
ing (he unfavorable impact of foreign currency Iran Elation and 
lapping fhe fltly-lhird. week in 2000 , Company sales increased 
11 %. The increase was driven by new unit development and acqui¬ 
sitions of restaurants from franchisees. The increase was partially 
offset by the contribution of Company stores to new uncarisoii- 
rtaled affiliates. 

Franchise and license fees increased $22 million or 6 % in 

2002, offer □ 1% unfavorable impact from foreign currency frans- 
n on Excluding the impact of foreigr currency Iran station and the 

lav-arable impact of the YGR acquisition, franchise end Rcense fees 
increased 8% The increase was driven by new unn development 
and same stars sa : es growth, parti oily offset by stare closures 
Franchise ond kense lees increased $16 miitinn ut 6% in 
2001. after o v*. unfavorable impnc! Irorn foreign currency trans¬ 
lation. Excluding Ihe unfavorable impact of foreign currency 
translation und lapping ihe l.iry-rhlTd weekm 2000, Franchise and 
license- fees increased 13%. The increase vras driven by new unit 
development same store safes growth and the contribution ol 
Company slates to new unconsolidoled affiliates. The increase 
was partially offsel by store closures 


INTERNATIONAL COMPANY RESTAURANT 
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16.0% 
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Restaurant margin as a percentage oF safes increased approxi¬ 
mately 710 basis poinls m 2002, including ihe lavorabfe Impad of 
approximately 60 basis poinls from the adoption qS SFA5 142 the 
Increase was primarily driven by the favorable impact of lower 
restaurant operating costs and Ihe elimination of lower overage 
margin units through stare closures. Lower restaurant operating 
casts primarily resulted from lower food and paper cos's, partially 
offset by higher tabor costs 

Restaurant marg r as a percentage? of sales decreased 
approximately 120 basis paints n 2001 Fhe decrease was p-rlma- 
rvly nltribulabta to higher resiai iranl operating casts and ihe 
acquisition of below average margin stores from franchisees The 
decrease was partially offsel by the favorable impad of same 
stare sales growth, 

INTERNATIONAL ONGOING OPERATING PROFIT 

Ongoing operating prolil increased $71 million or 22% in 2002 
after o 1%. unfavorable impact from foreign currency iransloM'-n 
Excluding the impact at foreign currency translation ond the favor¬ 
able impact from the adoption ol SEAS 142, ongoing operating profit 
increased 17%. The increase was driven by new unit development 
and the favorable impact of lower restaurant operating costs, pri¬ 
marily lower cos! of food and; paper This increase was partially 
offcel by higher G&A expenses, primarily comr^nsofron-reiafed 
costs. 

Ongoing operating prafi! increased $9 million or 3% in 2001 
after a 7% unfavorable impad from foreign currency translation , 
Excluding Ihe unfavorable Impact a! foreign currency translation 
and lapping the fifty-third week in 2000, ongoing operating profit 
n creased 12% the Increase was driven by new unit development 
and some store sales growth, partially offset by higher restaurant 
operating cosis 

CONSOLIDATED CASH FLOWS 

Net cash provided by operating activities was 51,053 mil 
l>on compared ta S332 million m 2001 Excluding ihe impncl of Ihe 
AmeriServe bankruptcy reorganization process, cosh provided by 
operating activities was $1,043 mil linn versus $704 million in 2001 
This increase was primarily driven by higher operating profit and 
lining of tax receipts and paymenls. 
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I n 200i, nel cash provided by operating activities was $332 
million compared to $491 milflun in 2000. Excluding the impact 
of fbe ArneriServe bankruptcy reorganization process, cash pro¬ 
vided by operating acriviries was 5704 million versus $734 mdlion 
in 2000. 

Net cash used in investing activities was 5835 million ver¬ 
sus $503 million in 2001 The increase in cash used was primarily 
due to the acquisition of YGR and higher capital spending in 2002, 
partially offset by Ihe acquisition of fewer restaurant from Iran 
chisees in 2002. 

In 2001, net cash used in investing adivHies was 5503 mslfion 
versus $737 million in 2000 The increase an tosh used Was pri¬ 
mary due to lower gross re Franchising proceeds os □ Jesuit of 
selling fewer restaurants in 200' and inc*eased acquisitions oF 
restaurants from franchisees and capital spending The increase 
was partially offsel by lapping the funding of a debtor-in-posses¬ 
sion revolving cr&dil facility la AmehServe in 2000. 

A11 ho ugh we report gross proceeds in our Consolidated 
Statements of Cash Flows, we also consider refranchising proceeds 
on an "after-fax" basis. We define afler-tex proceeds as gross 
refranchising proceeds less tee settlement of working capital lia¬ 
bilities tprimarily account payable and property faxes) related to 
I he units refranchlsed and payment of taxes on the gains, The 
after-tax proceeds can be used to pay down debt or repurchase 
shares. After-lax proceeds were approximately 371 million m 2002 
which refteds a 2T% decrease from 2001. This decrease was due 
ta the refranchising of fewer resiauranls in 2002 versus 2001 

Not cash used in financing activities was 3187 million ver¬ 
sus $352 million m 2001 The decrease is primarily due 1o lower 
debt repayment and higher proceeds from stock option exercises 
versus 2001 partially offset by higher shores repurchase in 2002. 

in 2001 net cash used in financing activities was £352 million 
compared lo 5207 million in 2000. the increase in cosh used is 
primarily due la higher repayment of dabt, partially offset by fewer 
shares repurchased in 2001 compared 1a 2000. 

In November 2002, our Board of Directors authorized a pew 
share repurchase ptogiqm, inis program authorizes us to repur¬ 
chase. 1h rough November £0. 2004, up ta $300 million qI our 
outstanding Common 5toc& (excluding applicable transaction 
fees). During 2002, we repurchased approximately 1.2 million 
shares For approximately $28 millton under this program. 

In February 2001. our Board of Directors authorized a share 
repurchase program. This program authorized us to repurchase 
up to 5300 million of our outstanding Common Stock (excluding 
applicable transaction fees). This sham repurchase program was 
complied in 2002. During 2002, we repurchased approximately 
7.0 million shores for approximately $200 million under this pro¬ 
gram. During 2001, we repurchased approximately 4 5 million 
shares for approximately SrQO million. 


in September 1999. our Board of Directors authorized a share 
repurchase program This program authorized us to repurchase 
up to 5350 million of our outstanding Common Stock (excluding 
applicable transaction fees). This shore repurchase program was 
compiled m 2000 During 2000, we repurchased approximately 
12.8 mill ton shares for approximately 5216 rui Irion 

5ee Note 21 for a discussion ol the share repurchase programs, 

FINANCING ACTIVITIES 

On June 25, 2002, wa dosed an a new $1,4 billion senior unse¬ 
cured Revolving Credil Facility (rhe “New Credit Facility! The New 
Credit Facility replaced ihe existing bnnk credit agreement which 
was comprised of a senior unsecured Term Loan Facility and a 
$175 billion senior unsecured Revolving Credit ■ utility (collectively 
referred to as the "Ota Credit Facilities'! that were scheduled to 
mature an October 2, 2002 On December 27 2002, we volun¬ 
tarily reduced our maximum borrowings under the New Credit 
i y : mr 51 4 m ien Ic r ? o.Tion. The N ?w £7 - Facfity 
matures on June 25, 2005, We used the India! borrowings under 
Ihe New Credit Fa citify to repay the indebtedness under the Old 
Debit Facilities. 

The New Credit Facility is unconditionally guaranteed by our 
principal domestic subsidiaries and contains other terms and 
provisions I including representations, warranties, covenants, can- 
dirions and evenls of default] similar to those set fonh in Ihe old 
Credil Facilities Specifically, rhe New Credil Facility contains finan¬ 
cial covenants relating to maintenance of leverage arid fixed 
charge coverage ratios. The New Credit facility also contains affir¬ 
mative and negative covenants including, among other things, 
limitations on certain additional indebtedness, guarantees of 
indebtedness, cash dividends, aggregate non-US. investment and 
certain other transactions as defined in She agreement 

Under the terms of the New Credit Facility, we may barrow up 
to the maximum borrowing limit less outstanding letters of credit. 
A1 December 23, 2002. our unused New Credil Facility totaled 
$0 9 billion, net ol outstanding letters of credil of $0 2 billion The 
interest rate for borrowings under She New Credil Foci lily ranges 
from 100% to 2 00% over the London interbank Offered Rote 
TLIBOR1 or 0.00% to 0.65% aver an Alternate Base Rale, which is 
the greater of the Prime Rote or the Federal funds Effective Rale 
plus }%. The exact spread over LIBOR or the Alternate Bose Rale, 
as applicable, will depend upon our performance under specified 
financial criteria, Interest is payable at least quarteriy. In the third 
quarter of 2002, we capitalized debt issuance costs of approxi¬ 
mately $9 million related to rhe New Credil Facility These debt 
issuance casts will be amortized into inieresi expense over the life 
□f Ihe New Credil Facility. 

In June 2002 we issued 5400 mitlron of 770% Samar Unse¬ 
cured Nates due July 1, 2012 Ithe '2012 Notes! The net proceeds 
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from Ihe issuance of the 2012 Notes were used to repay in deb I- 
ednes$ undeMba New Creoil Facility. Interest on Ihe 2012 Moles is 
payable January 1 and iuty 1 of each year ana commenced on 
January l. 2003. We. capitalized debt issuance casts of approxl- 
matefy S5 million mid ted tc Ihe 2012 Noses in third quarter of 2002. 
Subsequent lo this issuance, we have $150 million available for 
issuance under a 52 billion shelf regislralion filed In 1997. 

As discussed in Male A, upon the acquisition ot YCT, we 
assumed approximately S163 million in presenl value of future rent 
obligations related to certain sale-leaseback agreements entered 
mlo by YGR involving approximately 350 US units As o result of 
liens held by the buyer/lessor on certain personal properly wilhin 
Ihe units, the sale-leaseback agreements have been accounted 
for os financings and are reflected as debl In our Consol i da led 
Financial Statements as at December 28, 2002 Rental payments 
made under ihese agreements will be made on a monthly basis 
through 2019 with an effective interest rale of approximately \]% 

CONSOLIDATED FINANCIAL CONDITION 

Assets increased $975 million or 22% to $5 A billion This 
Increase was primarily due lo the acquisition of YGR and Ihe 
impact of capitaS spending The decrease 1 in the allowance for 
doubtful accounts from $77 million to $42 million was primarily the 
resuls of recoveries related to the AmeriServe bankruptcy reor¬ 
ganization process Isee Note 25f and Ihe write-off of receivables 


previously fully reserved. The increase m assets classified as held 
for sale is due primarily to classification of our Puerto K'.co market 
as held tor sole during the fourth qua her of 2002. 

Liabilities increased 5485 million or 11% to $4 8 billion The 
increase was primarily due to additional financing associated wilh 
the acquisition of YGR. As discussed in Note 14. the decrease in 
short-term borrowings ot $550 million and Ihe increase in long¬ 
term debt of $747 million are primarily the result of tea 
replacement of our Old Credit Facilities that were to expire in 
October 2002 with the New Credit Facility that will expire rn 2005. 
'he “crease i /..rncarne vix--:- pavc jt wasprimarily tee 
result of a reclassification from other liabilities and deferred cred- 
iis for taxes that are now expected to be paid within ihe next 
twelve months 

LIQUIDITY 

Operating in the GSR industry allows us to generate substantial 
cash Hows from the operations ot aur company stores and from 
our franchise operations, which require a limited YUM investment 
In operating assets. Typically, our cash flows include a significant 
amount of discretionary capital spending. Though a decline in rev¬ 
enues could adversely impact our cash flows from operations, we 
believe our operating cash Slows ond ability lo adjust discretionary 
capital spending and borrow funds will allow us to meet ou r cosh 
requirements in 2003 and beyond. 


Significant contractual obligations and payments as of December 28, 2002 due by period Included: 


I.esE rhan Mare Ihon 



Total 

1 tear 

1-3 Years 

3-5 tears 

5 terns 

Long-tenri debT 7 

5 2/173 

5 2 

% 506 

S 207 

S 1.456 

ShC'Tl form porra wings 

134 

V34 

- 

- 

- 

Debt excluding capital leOSfiS 

2,307 

136 

508 

207 

145* 

Cnpildl leases' 1 ' 

151 

14 

27 

23 

117 

Operating leases^ 

1,974 

276 

456 

337 

905 

Franchisee Financing commilments 

19 

9 

30 

- 

- 

Total eor.lmc fjcr obligations 

5 4,481 

% 435 

% 1,001 

5 567 

5 2,473 


la!< EadutfeS Q Xw value adjusimenr d S44 million im luitefl ki debMalnlwci lo Intew5l swaps that Hedge ihe !mr tfJlue ol a portion orf gi.u deft I 
ib'i Th^eftdit^afcans, whkft or«-shown on a nomlnul basis, relate la eppr-cutimnter^ 5, hQO restaj'eitfs. 


5ee Note 14 far a discussion of short-term borrowings and long term debt and Note 15 lor □ discussion of leases 

in addition, we have certain other commercial commitments where payment is contingent upon the occurrence of certain events. As of 
December 28, £002, the maximum exposure under Ihese commercial commitments, which are shown on o nominal basis, included: 


Cgc lingerl labilities assoc iolod with □£.-signmef ; i5 Or guarantees $3*8 

Standby letlers of cr^ctil u ' ! 92 

Guomnr-flesof unconsolidated dfliltalet debl® 26 

Other commercial cemniilmen^ 27 


Iff' !nduds£532 mflion relalerl v.-. ijnumntees c* linanrlnl arrangements. aJ franchisees, wtlkh are scip^Kf^sd fry slang by letters ol i tedh 

itM /-sol Dwerjibef 28, 2002 Hiii detH larded apprasinr^y SI 52 mllkon. our share dwhVluvas asipiwimOKtfv V7 million As above m hove guarantee $26 millior. -I il hr 
lolal Jet-obligation Our unconsoltofoted affiliates r:ad assets d 1 Si hJliori as veur-eid 2002 Mo: "Wuhufcs ol appro'.-npfelv SI 3 billon in ',2(102 


See Notes 14 and 24 far □ further discussion of these commitments 
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OTHER SIGNIFICANT KNOWN EVENTS TRENDS OR 
UNCERTAINTY EXPECTED TO IMPACT 2003 
OPERATING PROFIT COMPARISONS WITH 2002 

New Accounting Pronouncements 

See Note 2 

Pension Plan Funded Status 

Certain of our employee ore covered under non eon Tributary 
defined benefit pension plans, [he most sign ficoni of these plans 
was amended in 2001 such [ha] employees hired after September 
30, 20Gt are no longer eligible io purlicipale. As of our September 
30, 2002 measurement dare, Ihese plans had a projected bene- 
fii obligor.on ."PBO J| of £5 Of million, an accumulated bene f 
obligation ( H A60 r l of 5448 million and a fair value ot akin assets of 
$25i million. Subsequent ro She measure men f dote bur prior la 
December 28, 2002, we made an additional 525 million conlrt- 
button to rhs plans which is not included in 1 Ns fair value ot plan 
assets As a result o i the 5250 million underfunded status of tee 
plans relative to the PBG cl September 30, 2002, we have 
recorded a 5/1 million change to shareholders' equity (nel of lax of 
543 millionl as ol December 28, 2002. 

The PBO and ABO refled ihe actuarial present value ot oil 
benefits earned to dele by employees The PBO incorporates 
assumptions as fa future compensation levels while ihe ABO 
reflects only currenl compensation levels. Due lo the relatively long 
time frame over which benefits earned la date ore expncled ia be 
paid, our PBO and ABO are highly sensitive to changes in discount 
rates, We measured our PBO and ABO using a discount rale of 
6 65% a! September 30, 2002. A 50 basis point increuse in this 
discount rate would have decreased our PBO by approximated 
549 million at September 30, 2002. Conversely, p 50 basts point 
decrease in this discount rote would have increased our PBO by 
approximately 556 million al September 30, 2002. 

Due to recent slock market defines, our pension plan assets 
have experienced losses in value tn 2002 and 2001 totaling 
approximately 575 m I lion. We changed out expected long-term 
rate of feturn on plan assess from 10% to 8 5% for the determina¬ 
tion of our 2002 expense. We believe that this assumption is 
appropriate given the composition of our plan Ossets and histor¬ 
ical market returns iherwn. this change resulled in ihe recognition 
□F approximately S5 million in incremental expense in compari¬ 
son to 2001. We will continue to use the 3.5% expected fate of 
return on plan assets assumption for the determination of pension 
expense in 2003. Given no change ia Ihe market-related value of 
our pten ussels as of September 30.. 2002, □ one percentage pain I 
increase or decrease in our expected rate of rerum on plan asseis 
assumption woufd decrease or increase, respectively, our pension 
plan expense by approximately S3 million. 

The iosses our plan assets have experienced, along with the 
decrease In discouni rates, have largely contributed to the unrec- 


agnized actuarial lass of 5169 million in our plans as of September 
30, 2002 For purposes of determining ?00Z expense our funded 
status was such the* we iu cognized SI million of unrecognized 
□dunrial loss in 700? We will rut agnize oppmxmalely 57 mrllion 
at unrecognized actuarial loss in 2003 Given no change to the 
assumptions at our September 30,2002 measurement dare, actu¬ 
arial lass recognition will increase gradually over the next few 
years, however, we dq not believe the increase will materially 
impact our results of operations 

In loial, we expecl pension expense ip increase approxi¬ 
mately $14 million te $41 million In 2003. We have incorporated 
this incremental expense into our operaring plans and outlook. 
The increase is driven by an increase in interest cost because of 
the higher PBO and the recognition of actuarial losses os dis¬ 
cussed in Ihe preceding paragraph, Service cos? will also Increase 
ns a resell of Ihe lower discount rate, though as previously men¬ 
tioned "he plans are dosed la new participants A 50 basis poml 
change *n our discount rate assumption of 6 85% at September 
30, 2002 would impact nur pension expense by approximately 
£11 million 

We do not believe lhat tee underfunded states of the pension 
plans will materially affeci our financial position or cash flows in 
2003 or Future years Grven current funding levels and discount 
rates wo would anticipate making conte buttons ro telly fund the 
pension plans over the course at the next five years. We believe 
our cash -lows from operating activities of approximately 51 billion 
per year me sufficient fo nil aw us ro make necessary contributions 
lo the plans, ond anticipated fundings have been incorporated 
mlo our cash r ow praeefions We have included known arid 
expected increases In our pension expense as well os ?u1ure 
expected plan contributions in our operating plans ond outlook 

QUANTITATIVE AND QUALITATIVE DISCLOSURES 
ABOUT MARKET RISK 

The Company is exposed to financial marie? risks ussor nted with 
interest rates, Foreign currency exchange rotes ond LOmmodity 
prices in the normal course ot business and in accordance with 
out pokier we manage these nsks through a vailely of strate¬ 
gies, which may Include ihe use of derivative financial and 
commodity instruments lo nedge our underlying exposures. Our 
policies prohibit Ihe use of derivative instruments far trading pur¬ 
poses, and we have procedures in place to monitor ond control 
Iherr use. 

Interest Rate Risk 

We have a significani market risk exposure to changes in Interest 
rates, principally in the United States. We anempt to minimize this 
risk and lower our overall’ borrowing costs through ihe utilization 
of derivative financia' instruments, primarily mteresi • a:; - swaps 
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These swaps are entered into with financial institutions arid have 
reset dates and critical terms that mafch those of the under ylng 
deb i Ac r q rd q iy any change in mar feel value assoc u fed win 
Interest rate swaps is offsei by the opposite marfeal Impact an the 
related debt 

At December 28, 2002 and December 29 r 2001, a hypothet¬ 
ic all GO basis polnl increase .n short term interest rates would 
result in a reduction of %b million and 54 million, respectively, in 
annual Income before taxes The estimated reductions are based 
upon l he unhedged pan ion ol our variable rote debt and assume 
no changes in the volume or composition of deal n addition, the 
fair value df our derivative Financial instrOmehts at December 28, 
2002 and December 29, 2001 would decrease approximately 
58 million and S5 million, respectively The fair value of our Sensor 
Unsecured Nates at December 28, 2002 and December 29. 2031 
would decrease approximately S93 million and 572 million, 
respectively Fair value was determined by discounting the pre¬ 
lected cash flows 

Foreign Currency Exchange Rate Risk 

international ongoing operating profit constitutes approximately 
32% of our ongoing operating profit In 2002, excluding unallo¬ 
cated arid corporate expenses. In addition, ihe Company’s net 
asset exposure I defined as foreign currency assets less foreign 
currency liabilities! totaled approximately $1 billion os of December 
28,2002. Operating m inter national markets exposes Ihe Company 
to movements in foreign currency exchange rales, the Company's 
primary exposures result from our operations in Asia-Pacific, the 
Americas and Europe. Changes in foreign currency exchange 
rales would impact the translation of our investments in foreign 
operations, the fair value of our foreign currency denominated 
financial instruments and our reported foreign currency denom¬ 
inated earnings and cash flows. For the fiscal year ended 
December 28 2002, operating profd would have decreased 
543 million if all foreign currencies had uniformly weakened 10% 
relative to ffrc? U S Jailer The estimated reduction assumes no 
changes In sates volumes or local currency sales or input prices. 

We ottempl to minimize the exposure related to our invest¬ 
ments in foreign operations by financing those investments wilh 
local currency debt when prod cal In oddilion, we atlempl to m>n- 
imlze the exposure related to foreign conancy denominated 
financkil instruments by purchasing goods and services from third 
parties in local currencies when practical Consequently, foreign 
currency denominated Financial instruments consist primarily of 
Intercompany short-term receivables and payables At times, we 
utilize forward contracts to reduce our exposure related to these 
foreign currency denominated financial instruments. The notional 
□mount and malunty dates of these contracts motet those of the 
underlying roc enables or payables such fhal uu- foreign currency 
exchange [ sk related Fa these instruments is eliminated 


Commodity Price Risk 

We are subject la vnlutiliiy in food cos is us o result of market risk, 
jssociated with commodify prices, Our ability to recover increased 
cosls through higher pricing is, or times, limited by the competitive 
environment in 'which we operate We manage our exposure to 
L his risk pr mari y through pricing agreements os well as. on a fim- 
ited basis., commodity future and option con I roc is Commadiiy 
future and option contacts entered into for ihe fiscal years ended 
December 28. 2002, and December 29 2001, dto not stgnifcantly 
Impact our financial position, results of operations or cash flows. 

cautionary statements 

From lime to time, in both written reports and oraf statements, we 
present "forward-looking slater rents" within the meaning of 
Section 27A of i l ie Securities Act of 1933, as amended, and Section 
2iT oF the Securities Exchange Ad of 1934, as amended The state¬ 
ments include I hose identified by such words as "may," “wilt; 
"exped" 'anticipate; "believe; ‘''plan" ond other similar terminol¬ 
ogy These “forward-looking statements" reflect our current 
expectations regarding future events and operating cmd financial 
performance end are based upon da In available al the time of 
Ihe statements. Actual results involve risks and uncertainties, 
including bate those specific to the Company and those specific 
to the industry, and could differ materially from expectations. 

Company risks and uncertainties include, bul are not limited 
to, potentially substantial tax contingencies related to the Spin-oH, 
which, if they occur, require us to indemnify PepsiCo, Inc.; our sub¬ 
stantial deb* leverage ond the attendant potential restriction on 
our ability to borrow in the future, as well as our substantial inter¬ 
est expense and principal repayment obligations.: potential 
unfavorable variances between estimated and actual liabilities; 
our ability to secure distribution of praduds and equipment to our 
restaurants on favorable economic terms and our ability to ensure 
adequate supply ul restaurar/ products and equipment in our 
stores, Ihe ongoing financial viooi iy a* our franchisees and 
licensees, volatility of octuanally determined losses and toss esti¬ 
mates, ond adoption of new or changes m nccounting policies 
arid practices including pronouncements promulgated by slot, 
dard setting bodies 

Industry risks and uncertainties include, bul are no! limited la, 
globaland local business, economic and political conditions; leg¬ 
islation and governmental regulation, competition; success of 
operating initiatives and advertising and pro motion al efforts; 
volatility of commodity costs; increases m minimum wngo nnd 
other operalmg costs, availability and cost ot land card construc¬ 
tion; consumer preferences, spending patterns and demographic 
fronds, political or economic in stability in focal markeis arid 
changes In currency exchange and interest rates, any adverse 
economic or operational repercussions from terrorist activities and 
any govemmerrd response thereto, arid war or risk of war 
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CONSOLIDATED STATEMENTS OF INCOME 

fiscal years ended December 2ft. 2002. December 29, 2001 orsrf December ID. 2000 


li'n millions, except |>er sha^e data) 2002 2001 2000 


Revenues 




Company sales 


$ 6,138 

S 6,305 

Fancbise and license fees 

_ a 66 

615 

788 


_ 7,757 

6,953 

7,093 

Costs and Expenses, net 




Company restaurants 




Food and paper 

2,105 

1,908 

1,942 

Payroll cmd errpioyee benefits 

1,875 

1,666 

1,744 

Occupancy and other operating expenses 

1806 

1,658 

1,665 


6,790 

5,232 

5,351 

General and administrative expenses 

913 

796 

830 

Franchise and license expenses 

49 

59 

49 

Other (income) expense 

(30) 

123) 

(25) 

Facility actions nei loss [gain] 

32 

1 

1176) 

Unusual items fincomel expense 

(27) 

13] 

204 

Total costs and expenses, net 

6,727 

6,062 

6,233 

Operating Profit 

1,030 

891 

860 

Interest expense, net 

172 

158 

176 

Income Before Income Taxes 

858 

733 

684 

Income lax provision 

275 

241 

271 

Net Income 

5 583 

J 492 

$ 413 

Basic Earnings Per Common Share 

S 1.97 

S 1.68 

S 141 

Diluted Earnings Per Common Share 

s i.ee 

S 1.62 

S 1.39 


See (Kcompanying Notes to Consol idoted Financial Statemenlr. 


i 
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CONSOLIDATED STATEMENTS OF CASH FLOWS 

frscqi y^tirs ended December 28„ 2002. December 29, 2001 and December 30, 2000 


lifl mill OPS 

2002 

2001 

2000 

Cosh Flows—Operating Activities 




Net ncome 

$ 5 03 

$ 492 

S 413 

Adjustments to reconcile net income to net cash provided by operating acljvilies: 




Depreciation and amortization 

370 

354 

354 

Foahly actions net loss Iga n » 

32 

1 

(176) 

Unusual items (incomel expense 

— 

16) 

120 

Other Mobilities and deterred crecfils 

(30) 

111) 

(5) 

Deferred income luxes 

21 

'721 

(51J 

Other non-cosh charges and credits, net 

36 

15 

43 

Changes in operating working capital excluding effects of acquisitions and dispositions, 




Accounts tmd nates receivable 

32 

116 

(161) 

Inventories 

11 

(8) 

11 

Prepaid expenses and other current asseis 

19 

13) 

(3) 

Accounts payable and oltier current lipoililies 

(37) 

(13) 

(94) 

income taxes payable 

59 

(331 

40 

Net change in operallng working capital 

04 

59 

1207) 

Net Cosh Provided by Operating Activities 

1,088 

832 

491 

Cosh Flows—Investing Activities 




Capital spending 

(760) 

(636) 

15721 

Proceeds from relranchising o 1 restaurants 

81 

111 

381 

Acquisition of Yorkshire Global Restaurants, Inc. 

1275) 

— 

— 

Acquisition of restaurants from franchisees 

(13) 

(108) 

(24) 

AmefiServe funding, net 

— 

— 

(70) 

Shon-ierrn Inveslmenis 

9 

27 

(21) 

Sales of property, plant and equipment 

58 

57 

64 

Other, net 

15 

46 

5 

Net Cash Used in Investing Activities 

l«5) 

15031 

1237) 

Cash flows—Financing Activities 




Proceeds from Senior Unsecured Notes 

390 

842 


Revolving Credit Facility activity; by original maturity 




Three months or less, nel 

59 

(943) 

82 

Proceeds from long-term debt 

— 

1 

— 

Repayment of long-term debt 

1511) 

12581 

(99) 

Short-term borrowings-three months or less, net 

115] 

58 

(11) 

Repurchase shares of common stock 

[220] 

PCO) 

(216) 

Employee slock option proceeds 

125 

58 

46 

Other, net 

(IS) 

(10) 

19) 

Net Cash Used in Financing Activities 

HB7) 

1352) 

12071 

Effect of Exchange Rate on Cash and Cash Equivalents 

4 

— 

(3) 

Net increase [Decrease) in Cash and Cash Equivalents 

20 

t23l 

44 

Cash and Cash Equivalents—Beginning of tear 

no _ 

133 

89 

Cash and Cash Equivalents—End of Year 

S 130 

$ no 

% 133 


ieeacocmpuriyngSstoles to Cwlioli doted Financier Stetafi»rL(i 
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CONSOLIDATED BALANCE SHEETS 

December 2002 and December 29, 2001 


fin millions) 

2002 

2001 

ASSETS 



Current Assets 



Cash and cash equivalents 

S 130 

$ no 

Shorl lerm fnvesInvents, at cost 

27 

35 

Accounts arid notes receivable, less allowance: $42 in 2002 and $77 in 2001 

168 

190 

Inventories 

63 

56 

Assets classified as held for sale 

111 

44 

Prepaid expenses and other current assets 

110 

114 

Deferrec income laxes 

121 

79 

Total Current Assets 

730 

62o 

Property, plant and equipment, nei 

3,037 

2,737 

Goodwill, net 

485 

59 

Intangible assets, net 

364 

399 

Investments in unconsolidated affiliates 

229 

213 

Qiher assels 

555 

3S9 

Total Assets 

S 5,400 

$4,425 


LIABILITIES AND SHAREHOLDERS' EQUITY 
Current Liabilities 


Account payable and ether current liabilities 

Income taxes payable 

Short* rerm borrowings 

% 1,166 

208 

146 

$ 1,032 
114 
696 

Total Current Li a bit Hies 

1,520 

I.&42 

Long-lerm debt 

2,299 

1,552 

Other liabilities and deterred crediis 

907 

927 

Total Liabilities 

4,806 

4,321 

Shareholders' Equity 

Preferred slock, no par value, 250 shares authorized; no shares issued 

Common stock, no par value, 750 shares authorized; 294 shares and 

— 

— 

293 s-ares Issued in 2002 and 2001, respectively 

1,046 

1,097 

Accumulated deficit 

(203} 

17361 

Accumulated other comprehensive income liossl 

E249] 

<2071 

Total Shareholders' Equity 

594 

104 

Total Liabilities and Shareholders' Equity 

S 5,400 

5 4.425 


See accompanying Notes to Consolidated Financial Statements 
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CONSOLIDATED STATEMENTS OF SHAREHOLDERS' EQUITY (DEFICIT) 
AND COMPREHENSIVE INCOME (LOSS) 

Fiscal y&ors ended December 28, 21X12, December 29, 2001 und Decembe* 30 2000 


bn millions; 

Issued Common Stock 

Shiyes Amount 

Accumulated 

Defiar 

Accumulated 

Other 
Comprehensive 
Income Hoss) 

lota; 

flalcncea* December 25.1999 

302 

$ 1.264 

5 11.691! 

5 (1331 

S (3o • 

Ne« income 

Fur^gn currency transition adiuslmeni 
Comprehensive Income 

Repurchase of shares of common stock 

Employee stock option exorcises 
(includes tax benefits of £5 millionl 

Compensation-relafed events 

(12) 

4 

12161 

46 

39 

413 

(44) 

413 

144) 

369 

(216) 

46 

39 

Balance at December 3Q r 2000 

294 

S 1133 

S11278) 

% (177) 

S (3221 

Ncl income 



492 


492 

Foreign currency Sronsfation adjustment 




(5) 

(5) 

Mel unrealized loss on derivative instruments 






her of tax benefit of SI million) 




(1) 

in 

Minimum pension liability adjustment 






Inet of lax benefits of $14 millionl 




(24) 

(24) 

Compfehens : ve fncoma 





462 

Repurchase of shores of common slock 

(5) 

(100) 



(100) 

Employee siock option exercises 






(includes tax benefits of SI 3 mHUon} 

4 

58 



58 

Compensation-related events 


6 



6 

Stance af December 29, 200 

293 

$ 1097 

$ 1736! 

$ 12M/J 

$ 104 

Nef income 



563 


533 

f oreign currency translation adjustment 




6 

6 

Nel unrealized loss on derivative instrument 






Ine' of tax benefits of $1 million!; 




ni 

(1) 

Minimum pension liability adjustment 






inel of lax benefits of $29 million! 




m 

(47) 

Comprehensive income 





541 

Repurchase of shares of common stock 

(8) 

[226] 



(223) 

Employee stock option exercises 






(includes tax beneFIts o' 549 million) 

9 

174 



174 

Compensation-related events 


3 



3 

Balance at December 28 P 2002 

294 

51,046 

$ (203} 

1(249) 

$ 594 


See aocDmpon'iviig Noles to Cop:wtl4fflecJ hnarcial Statements 
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NOTES TO CONSOLIDATED FINANCIAL STATEMENTS 

tubular Amount in mi 'ions, except share uaial 


DESCRIPTION OF BUSINESS 

NOT* 

On May 16, 2002. TricQti Global Restaurants,, Inc changed |l$ name 
to YUM! Brandy Inc. in order to belter refieel out expanding port¬ 
folio of brands. In addition. oo the same day, Tricon Restaurants 
International changed 11$ name to YUM! Restaurants Inlernotwaal. 

YUM 1 Brands, Inc. and Subsidiaries [collectively referred lo os 
"YUM" or Fhe "Company! comprises Ihe worldwide operations of 
KFC Pizza Hut, Taco Bell and since May Z 2002, Long John Silver's 
I'USI and A&W A1-American Food Restgurants [“AAMT) fcolec- 
Hvely the Toncepls'l, which were added when we acquired 
Yorkshire Gfobai Re$tguranls r Inc. HGR*]. YUM Is Ihe world's 
larges! quFtJc service restauranl company based an the number 
of system unite, with nearly 33,000 units in mare lhan 100 coun- 
tries and territories ol which opproximatelv 36% ore located 
outside Ihe U.5. YUM was created as on independent, publicly 
owned company on October 6,1997 [the "Spin-off Date"! via a rax> 
free distribution by our former parent, PepsiCo, Inc. ['PepsiCo!, of 
our Common Stock (She “Di 5 lribution ¥ or " i Spin-off*l lo Its share¬ 
holders References lo YUM throughoul these Consolidated 
Financial Siatemente are made using the fir si person natations of 
“we; "us* or “our.' 

Through our widely-recognized Conceals, -we develop, oper¬ 
ate, franchise and Ircense a system of both traditional and 
non-trodiJtonal quick service restaurants Each Concepl has pro¬ 
prietary menu Hems and emphasizes the preparation of food wilb 
high quality ingredients as well as unique recipes and special sea¬ 
sonings to provide appealing, tasiy and attractive? food a! 
cci--"|jC’lv-::-[r( Our trad ill anal resla ■: Is feal re d;n i r,ar- 
ryout cna, in some instances, drive-thru or delivery service 
Non Irodilronol anils,, which ore principally licensed outlets, include 
express unils and kiosks which have a more limited menu and 
operate in non-traditional locations like airports, gasoline service 
srallons, convenience stares, stadiums, amusement parks and 
colleges, where o full-state Iradlfibnal outlet would not be prattl¬ 
ed or efficient We are actively pursuing the strategy of 
mullibrandmg, where two or more of our Concepts are operated 
in a single unll in addition, we are testing multibranding options 
involving one of our Concepts and □ reslaura.nl concept not owned 
or affiliated wilhYUM. 

SUMMARY OF SIGNIFICANT ACCOUNTING 

POLICIES 

wan 

Our preparation of the accompanying Consolidated Financial 
Statements in conformity with accounting principles generally 
accepted In ihe United States of America requires us to make esti¬ 
mates and assumptions that a I feet reported cmounls of assets 
ana Labilities, disclosure of oonimgens assets and liabilities at the 


dale d the financial statements, nnd the reported amounts of rev¬ 
enues and expanses during the reporting period Actual results 
could differ from the estimates. 

Principles of Consolidation and Basis of Preparation 

Intercompany accounts and transactions have been eliminated 
Certain investments in businesses that operate our Concepts are 
uc .c: unted for by thee iu#ty method Gernral y, we pos.sc?!=$ 50% 
ownership of and 50% voting rights over these affiliates. Our look 
of majority voting ngNs precludes us from control'ing these affili¬ 
ates, and ihus wo da nor consolidate these affiliates Our share of 
Ihe net income or loss of lhase unconso-lldaled affiliates Is included 
in other [income) expense. 

We participate In various advertising cooperatives with our 
ira-Lh kc-iis and I cense-os n certain of ties®«^operatives \ as 
sess majority voting rights, and thus control the cooperatives. We 
have previously netted assets oi the cooperatives we control with 
trie related advertising payables. We have shown the assets and 
liabilities of Ihese cooperatives on a gross basis in the 
Consolidated Boiance Sheet for December 26. 2QG2, and reclas¬ 
sified amounts in the Consolidated Balance Sheet for December 
29, 2001 accordingly. As the contributions are designated for 
advertising expenditures, any cash held by these cooperatives is 
considered restricted and is included m prepaid expenses ana 
orher current assets. Such restricted cash was approximately $44 
million and 51 & million at December 28, 2002 one December 29, 
2001, respectively. Additionally, these cooperatives had receiv¬ 
ables from franchisees of S13 million and SIS million and ofh®r 
current assets of S3 million and S4 million of December 28, 2002, 
and December 29, 2001, respectively, which have been included 
in our Consolidated Balance Sheets. As the contributions to these 
cooperatives urn designated and segregated for advertising, 
we ad as an agenl far the franchisees and licensees with regard 
lo these contributions. Thus, in accordance wilh Statement of 
Financial Accounting Standards TSFAS'I No. 45, ¥ Accounting lor 
Franchise Fee Revenue," we do not reflect franchisee and licensee 
contributions lo these cooperatives in our Consolidated Statements 
of Income. 

FI scat Year 

Our fiscal yogi ends on Ihe lost Saturday in December and. as a 
result, a fifty-ihlrd week is added every five or six years Fiscal year 
2GQQ included 53 weeks. The Company's next fiscal year with 53 
weeks will be 2005. The first three quartern of each fiscal year can- 
stsl of T2 weeks and Ihe fourth quarter consisls ol 17 weeks in fiscal 
years with 53 weeks and 16 weeks in fiscal years with 52 weeks. 
y* subs d aries operate nn sim c tteu:l ndc '-i w ' j p ..' 
end dales surfed to their businesses. The subsidiaries' period end 
dates are within one week of YUM's period end dale with the 
exception of our international businesses, which close one period 
or one month earlier to Facilitate consolidated reporting. 
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Rectossrfications 

We have reclassified cerlain items In the accompanying Consol¬ 
idated Financial Statements end Notes therein for prior periods la 
be comparable with Ihe Classification we adopted for the fiscal 
year ended December 20, 2002 ' hese reclassifications had no 
effect on previously reported net income. 

Franchise and License Operations 

We execute franchise or license agreement lor each unit which 
seis out Ihe terms of our arrangement with the franchisee or 
licensee. Our franchise onri license agreement typically require 
ihe franchisee or licensee to pay an initial, non-refundable tee and 
continuing foes based upon □ percentage of sates. Subject lo our 
approval and payment of a renewal fee, a franchisee may gen 
erally renew the franchise agreement upon its expiration. 

We recognize initial fees os revenue when we have per¬ 
formed substantially oil initial services required by the franchise 
or icense agreement, which is generally upon the opening of a 
store We recognize continuing Fees os earned with an appro pl¬ 
ate provision for estimated, uncollectible amounts, which Is 
included in franchise and license expenses. We recognize 
renewal tees in income when a renewal agreement becomes 
effective We indude inillal fees coltecled upon the sale of a 
restaurant tea franchisee in refranchising gains (losses), Fees for 
development rights are capitalized and omartized over ihe life of 
ihe development agreement. 

We incur expenses that benefit both our franchise and license 
communities arid their representative organizations end our com¬ 
pany operated restaurants. These expenses, along with other 
casts at sates and servicing of franchise and license agreements 
ore charged to general and administrative expenses as incurred 
Certain direct costs of our franchise and license operations are 
charged to franchise and license expenses, These costs include 
provisions for estimated uncollectible tees, franchise and license 
marketing Funding, amortization expense tar franchise related 
intangible assets and certain other direct incremental franchise 
nnd license supped caste Franchise and license expenses also 
includes rental Income from subleasing restaurants lo franchisees 
nel of Ihe related occupancy costs 

We monitor the financial condition of our franchisees and 
licensees and record provisions far estimated losses on receiv¬ 
ables when we believe rhai our franchisees tr licensees are 
unable to make their required payments While we use the best 
information available in making our determination, Ihe ultimate 
recovery at recorded receivables is also dependent upon future 
economic events and other conditions that may be beyond our 
control Included in franchise and license expenses am provisions 
tar uncollectible franchise and license receivables oI £15 million, 
£24 million and £30 million in 2002, 20Q1 and 2000, respectively 


Direct Marketing Costs 

Wu report substantially all of our direct marketing costs in occu ¬ 
pancy and olher operating expenses We charge dired marketing 
casts lo expense ratably in relation la revenues over Ihe year :n 
which incurred and, in the cose of advertising production costs, In 
the year first shown Deferred direct morkel teg costs winch are 
classified as prepa-d expenses, con$i$1 of medio and related 
advertising production costs which will generally be used for the 
firsl time in the next fiscal year. To Ihe extent we participate In 
advertising cooperatives, we expense out contributions ns 
incurred, Ai Ihe end of 2002 nnd 2001, we had deferred model¬ 
ing caste ut S& million nnd £2 million, respectively Our advertising 
expenses were S3 34 million S32S million and S32 5 million m 
2002, 200*1 and 2000, respectively. 

Research and Development £xpensos 

Research -and development expanses, which we expense as 
incurred, were S23 mi linn in 2002, £23 million in 2&01 and 524 
million in 2000. 

impairment or Disposal of Long-Lived Assets 

Effective December 30, 2001, 'ha Company adopled SFAShto. 144. 
'Accounting for the impoimnenl or Disposal of Long-Lived Assets' 
TSFA51441 5FA5T44 retained monyol the fundamental provisions 
of 5FAS No. 121, "Accounting for the fimpairment of Long-Lived 
Assess arte for Long-lived Assets to Be Disposed Of rSFA5 1 2D. 
uut resolved certain implementation is hues associated with that 
Slatemenl The adoption a! SFAS 144 did nn| have □ material 
Imparl un Ihe Com pony's consolidated resells of operations, 

r n accordance wilh 5FA5144, w? review our long-lived assets 
related lo each restaurant la be held and used in ihe business, 
including any allocated intangible assete subject lo amortization,, 
semi-annually lor impairment, or whenever events or changes in 
circumstances indicate shat the carrying amount of a restaurant 
may not be recoverable. We evaluate restaurants using a "Iwo- 
year history of operating losses* as our primary indicate! of 
potential impairment Based on the best information available, we 
write down an impaired restaurant to its estimated fair market 
value, which becomes Us new cos* basts. We generally measure 
estim tiled fair market value by discounting estimated future cash 
flows In addition, when we decide to close n restaurant ii rs 
reviewed lor impairment and depreciable lives are adjusted The 
impairment evaluation is based on ihe estimated cash flaws from 
continuing use 1h rough the expected disposal date and ihe 
expected terminal votes. 

Siore closure caste rndude costs of deposing ol the assets os 
well os o'ho; facility-related expenses from previously dosed 
starts These siore closure costs are expensed as incurred. 
Additionally, al the date the closure is considered probable, we 
record n liability for Ihe nel presen I value of ony remaining oper 
□ting lease obligation^ subsequent to the expected closure dote, 
net of estimated sublease income, ii any. 


Refranchistag gains (losses) includes the gains or losses from 
rhe sate of our restaurants Eo new and existing franchisees and 
the related initial Franchise fees, reduced by transaction caste and 
direct administrative casts of refranchising ^n executing our refran 
chtsing initiatives, we most often offer groups of restaurants. We 
classify restaurants as held fdr sate and suspend depredation and 
amortization when Ial we make a decision to refranchise; fb) ihe 
stores con be immediatefy removed from operations: IcI we hove 
begun un pclive program to locale a buyer: (dj significant changes 
to the plan af sale are not likely; and let ihe sale is probable within 
one year We recognise losses on refranchisings when the resfam 
ranis are classified as hefd tor sale. We recognize gains on 
restaurant ^franchisings when Ihe sale transaction doses, the 
franchisee has o minsmum amount of the purchase pnce In at-risk 
equity; and we ore satisfied lhal Ihe franchisee can mod its Finan¬ 
cial obligations. IF the criteria far gain recognition are not met, we 
defer the gain to the extent we have a remaining financial expo- 
sure sri connection with Ihe sate transaction. Deferred gains are 
recognized when Ihe gain recognition criteria ore met ur 05 our 
financial exposure 1 $ reduced When we moke 0 decision to retain 
a stare previously held tar snle r we revalue the sfore at the lower 
of its (at nit book value at our original sale decision date tes nor¬ 
mal depreciation and amortization that would Fiove been recorded 
during rhe period held lor sole or lb) its current fair market value. 
This value becomes the stored new cost basis. We charge for 
■: reditl any difference between the stale's carrying amount and Its 
new cosi hosts to refranchising gains Hasses). When we make a 
decs ion to dose a stare previously hetd for sale, we reverse any 
previously recognised refranchising loss and then record impplr- 
mani ond store erasure costs as described above. ^franchising 
gains Itassesl also include charges for estimated exposures 
Tdated to those partial guarantees of franchisee loon pools and 
contingent lease liabilities which arose from refrarKhising activi- 
Res These exposures are more fully discussed in Note 24. 

STAS 144 also requires the results ol operations of a compo¬ 
nent entity that is classified os held far sale or has been disposed 
of be reported as discontinued operaiions in the Consolidated 
Statements of Income il certain conditions are met. These candi- 
lions include elimination of ihe operations and cash flows of the 
component entity from the ongoing operations of the Company 
and no significant continuing involvement by Ihe Company in the 
operations of the component entity after the disposal iransaction. 
The results qi operations of stores meeting both these conditions 
■ oat were disposed of in 2002 or classified as held far sale al 
December 28. 2002 were not material for any of the three years 
ended December 23, 2002. 

Considerable management judgment is necessary to esti¬ 
mate future cosh flows, inducting cash flows from continuing use. 


terminal value, closure costs, sublease income, and refranc fusing 
proceeds Accordingly, actual results could vary significant from 
our esl mates. 

Impairment of investments in Unconsolidated Affiliates 
Our methodology for determining and measuring impairment of 
our Investments in unconsoSidated affiliates is similar ta fhe 
methodology we use for our restaurants excepl we use cash flaws 
after interest and luxes instead of cash flows before interest ond 
taxes as we use for our restaurants. Also, we record impairment 
charges related la investments, in unconsolidated affllrute iferr- 
cumstonces indicate that a decrease In Ihe value of an inveslment 
has occurred which is other than temporary. 

Considerable management judgment is necessary to esli 
mate future cosh [taws. Accordingly, actual results could vary 
sign Ficantly from our estimates 

Cosh and Cash Equivalents 

Cash equivalents represent funds we have temporarily invested 
fwilh original maturities not exceeding three months) as pari of man¬ 
aging our day-to-day operati ng cash receipts and disbursemente. 

Inventories 

We value our inventories at the lower of cost icomputed on the 
first in, first-out method I or net realizable value. 

Properly, Plant and Equipment 

We stale properly plant ond equipmenl at cost tes accumulated 
depreciation ond amortization, impairment writedowns ond val¬ 
uation allowances. We calculate depreciation and amortization 
on a slFQjght-llne basis aver the estimated useful fives of the assete 
as fallows 5 to 25 years for buildings and improvements, 3 to 20 
years for machinery and equipment and 3 to 7 years for capital¬ 
ized software costs. As discussed above, we suspend depreciation 
pnd amortization on ossels refuted to restaurants that are held for 
safe. 

internal Development Costs and Abandoned Site Costs 
We capitalize direct costs associated with the she acquisiJtan and 
construction of a Company unit on that site, including direct infer¬ 
nal oayroll and payroll-relaled cosls Only those site-specific 
costs incurred subsequent to the time that She site acquisition is 
considered probable are capitalized. We consider acquisition 
probable upon final site approval IF we subsequently make a 
determination that 0 site for which internal development costs 
have been capitalized will nqs be acquired or developed any pre¬ 
viously capitalized internal development costs are expensed and 
included in general and administrative expenses 

GoodwlH and intangible Assets 

The Company has adopted SFA5 No 141, 'Business Combinalions* 
["5FA514D SFAS.141 requires the use of Ihe purchase method of 
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accounting lor oil business combinations and modifier the appii- 
c ol ion ot ihe purchase nc room in a method Goodwill represent 
ihe excess of she cost a i a business acquired over the nol ol the 
amounts assigned to assets acquired, including identifiable mtan¬ 
gible assets, and liabilities assumed SFA5Ml specifies criteria ro 
be used in determining whether intangible assels acquired in □ 
purchase melhod business combination musl be recognised and 
* sported separately from goodwill We base amount assigned io 
goodwill and other identifiable inlangibte assets an independent 
appraisals or internal estimates 

the < icn-pcry hos also adopted SFA5 Mo 142, "Goodwinand 
Other Intangible Assels" (“SFAS 142“' SFAS 142 eliminates the 
requirement lo amortize goodwill and indefinite-lived Intangible 
assets, addresses Ihe amortization ol intangible assels wiih a 
defined life, and acid cesses Impatimenf tel mg and recognition for 
goodwill and indefinite- lived intangible assels srAs 142 applies 
la goodwill and intangrble assels arising from transactions com¬ 
pleted both before and after its effective date As a *esull ol 
adopting SFAS M2, we ceased amortization of goodwill and indef- 
Iniledtved miangible assels beginning December 30, 2001 Prior 
to the adoption of SFAS 142, we amortized goodwill on □ straight- 
line basis up to 20 years and indetin ite-lived intangible assets on 
n slmiyhHine bas'^s aver 3 lo 40 years. Amortisable inlongible 
assels coniinue to be amortized on a straight-line basis over 3 la 
*-0 years As discussed above., we suspend amortization on those 
inlcmyibte assets with a defined He mat ore allocated to restau¬ 
rants lhai are he- ; d for sole 

In accordance with the requirements of 5FA5 M2, goodwill 
has been assigned to reporting units for purposes of impairment 
testing. Our reporting units are our operating segments in Ihe U S 
isee Note 231 and our business management units internationally 
itypically individual rauntrtei Goodw.l impairment fesls consist 
of a comparison of each repor ng unit's lur value wnlh its carry 
ing value the fair value of a reporting unit is the amount fur which 
the uml us a whale could be soici in □ current transaction between 
willing ponies We generally estimate lair value based an ui.v 
counted cosh flows if the carrying value at n reporting unit 
exceeds rls fair value, goodwill is written dawn to ils implied fair 
value. As required by SFAS142, we completed transitional imp-urt- 
ment tests d goodwill us at December 30, 2001, which indicated 
lhai there was no impairment. We have selected the beginning of 
our Fourth quarter os the dale on which to perform our ongoing 
annual impairment test As a result of Ihe poor performance by 
our Pizza Hul France reporting unst Irom ihe date of the transitional 
impairment test through September B r 2002 (the beginning of aur 
fourth quarter!, goodwill assigned la that reporting uml af S5 mil¬ 
ter- -war: deemed impaired and written off in ihe fo..r|h quarter. 

See Note 12 far further discussion af SPAS 142 


SrotA-UcrseiJ £tnpfay&e Compensation 
Ar December 23, 2002, the Company had four slock-hased 
employee compensation plans in effect, which are described mare 
fully in Note 16 The Company accounts for those plans under the 
recognition ond measurement principles of AP£ Opinion Mo. 25, 
■Accounting For Stock Issued to EmployeeB v and related 
Interpretations. No stock-based employee compensation cast is 
reflected in net income, as ol options granted under lhase plans 
had an exerr-se price equal to the markel value of the underlying 
common stock on the dale of grans The following table illustrates 
the trlfacl on net income and earnings per share it ihe Company 
had applied Ihe fair value recognition provisions of 5FA5 No 123 
'Accounting for Stock-Based Compensation," to stock-based 
employee compensation 


Nfm ihcnrnt* as reported 

2002 

S553 

2001 

S 492 

2000 

s m 

Ded-ud ratal stixk-bnssd Employee 
c£wripen.sa!ion expense determined 
ui>d^jr Fa it value based nielhotf for 
aK awards. p.p" al related la* ctleds 


F37I 

134) 

Met Income. pm forma 

S44 


379 

Basic Earnings per Common Share 

As reported 

£1 57 

£lbS 

SHI 

Pm forma 

1.B4 

155 

m 

Diluted Warnings per Common Shore 

As reined 

$ 1.8ft 

5162 

SL3# 

Pro Formo 

1.76 

150 

U9 


Qen votive Financial Instruments 

Our policy prohibits the use of derivative instruments for trading 
purposes, and we hove procedures in place to monitor and con¬ 
trol their use. Our use of derivative instruments has included 
interest rate swaps and collars, treasury lacks and foreign cur¬ 
rency forward contracts, in addition, an a limited basis we utilize 
■commodity (utures and options contracts. Our interest rate and 
Foreign currency dan votive contracts ore entered into with 'in un¬ 
cial Instituting white our commodity derivative coni rods are 
exchange traded. 

We account for derivative finnncicil instruments in accordance 
wilh SfAS No 133, ‘Accounting for Derivative instruments and 
Hedging Activities* PSFAS 1331 SFAS133 requires that nil deriva¬ 
tive instruments be recorded on ihe Consolidated Balance Sheet 
til fair value The accounting far changes in the fair value lie, gums 
or losses! of a derivative instrument is dependent upon whether 
the derivative has been designated and qua lilies as part ol a 
'■edging vlalonte p una further, or: Ihe type oF hedging relation¬ 
ship For derivative instruments lhai are designated and qualify as 
a fair value hedge, the gain or loss on the derivative instrument os 
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well as the off selling gain or toss on the hedged item attributa¬ 
ble to Ihe hedged risk are recognized in ihe results of operations. 
For derivative instruments that are designated and qualify os □ 
■ccj_^h flow hedge, lha effective portion of Ihe gain or lass on the 
derivative instrument is reported as a component of nth e r com¬ 
prehensive income I loss? and reclassified into earnings in the 
same period or periods during which the hedged transaction 
affects earnings Any Ineffective portion of the gain or toss on the 
derivative instrument is recorded in the results of operations 
immediately. Far derivative instruments nor designated as hedg¬ 
ing Instruments, the gain or loss is recognized in *he results of 
operations immediately. See Note 16 for a discussion of our use of 
derivative insl rumen is, management of credil risk inherent in 
derivative instruments and fair value information relaled 1o debl 
arid interest rate swaps. 

New Accounting Pronouncements 
Nof Yet Adopted 

in June 2001 the Financial Accounting Standards Board TFASB'I 
issued SFAS No. 143, ’Accounting for Asset Retirement Obligations" 
T5FAS 1431 SFAS 143 addresses ihe financier accounting and 
reporting for legal obligations associated with ihe retirement of 
tangible long-lived assets and the associated asset recrement 
costs. SFAS 143 is effective tar the Company for fiscal year 2003. 
We currently do nof anticipate that the adoption of SFAS 143 will 
have a material impact on Our Consolidated Financial Statements. 

In June 2002, She FA5B issued SFAS No. 146, "Accounting for 
Costs Associated with Exit or Disposal Activities' TSFAS1461. SFAS 
146 addresses significant issues regarding the recognition, meas¬ 
urement, and reporting of caste associated with exil or disposal 
acliviiies, and nullifies -Emerging Issues Task Force issue No. A4-3, 
Inability Recognition tar Certain Employee Termination Benefils and 
Other Costs to £xlf an Activity I including Certain Costs Incurred in 
a Restructuring)" Costs addressed by SFA5 >46 include costs lo tor 
min ale o contract that is not a capital lease, costs oF involuntary 
employee termination benefits pursuant to a ane-iiime benefit 
arrangement, costs to consolidate foolHies, and costs Sa relocate 
employees SFAS 146 is effective for exit or disposal activities lhal 
are initialed offer December 31; 2002. Although SFAS 146 will 
Change the timing of expense recognition tor certain costs we incur 
while dosing restaurants or undertaking other exit or disposal 
activities, the liming difference is nor expected to be significant in 
length. We do not anticipate that Ihe adoption of SFAS 146 will have 
a materia’* impact an pur Consolidated Financial Statements. 

In December 2002, the FA5B issued SFAS Mo. 148, ’Accounting 
for Stock Based Compensation Transition and Disclosure" I "SFAS 
1481 SFAS 148 provides alternative methods of Iransition tor a 


<;olunion/ change to Ihe fair value method of accounting for sloc^- 
based employee compensation os required by SFAS 123 In 
addition, SfAS 148 amends ihe disclosure requirement ot SFAS 123 
to require more praminenl and more frequanl disclosures in finan¬ 
cial statements about the effects of stock-based compensation 
Our disclosure regarding the effects at stock-based compensa¬ 
tion included in these nates is in compliance with SFAS 148 

In November 2002, the FA5B issued Interpretation No. 45, 
"Guarantor's Accounting and Disclosure Requirements for Guar¬ 
antees, inducting indirect Guarantees of Indebtedness to Others, 
an interpretation o( FA56 Statements No. S, S? and 107 and a 
rescission of FASfi interpretation No. 34“ I'FIN 451 FIN 45 
elaborates on the disclosures lo be made by a guarantor In its 
interim and annual financial statements about its obligations 
under guarantees issued. FIN 45 ulso clarifies lhal a guarantor is 
required so recognize, at inception of n guarantee, a Habit ly far 
the fair value of the oblrgafion undertaken, The disclosure require¬ 
ments of ON 45 ore included in Note 24. “be inilia I recognition and 
measurement provisions are applicable to guarantees Issued or 
modified after December 31, 2002 As described in Note 24, we 
hove in ihe past provided certain guarantees that would have 
required recognition upon issuance or modification under the 
provisions of FIN 45 While the nature of our business will likely 
result sn issuance of certain guarantee liob I lies a Ihe future, we 
do nol anticipate shat FIN 45 will have a materia! Imp-del an Ihe 
Consolidated Financial Statements. 

In January 2003, the FA$B issued Interpretation No. 46, 
'Consolictotion of Variable Internal Entires, an interpretation of ARB 
No. 5V [’FIN 461. FIN 46 addresses the consolidation of entilies 
whose equity holders hove either (of not provided sufficient equity 
at risk to altnw the entity lo finance its own activities or lb} do not 
possess certain characteristics of a controlling financial interest FIN 
46 requires the consolidation of these entities, known as variable 
inters antiites rviEsl by o primary beneficiary of the entity A pri¬ 
mary beneficiary is the entity, if any, lhal is subject to a majority of 
Ihe risk of loss from Ihe VIES acliviiies, entitled to receive a major¬ 
ity of the ViEs residua returns, or both FIN 46 applies tmmediafety 
to variable Interests In VIEs created or obtained after January 31, 
2003 For variable interests in a VIE created before February 1, 
2003, FIN 46 is applied to the VIE no later than rhe end at the firsr 
interim or annual reporting period beginning after June 15,2003 
[the quarter ending Seplember 6, 2003 for the Company) The 
Interpretation requires certain disclosures in financial statements 
issued after January 31. 2003. it it is reasonably possible that the 
Company wilt consolidate or disclose information about variable 
interest entities when the Interpretation becomes effective 


52 . 


J 


As discussed further iq Note 24, we have posted$32 mi-Iion 
of fetters oi credil supporting our guarantee ot franchisee loan 
pools. Additionally, we have provided u standby letter of o m eo i 
u nder which we could paSenlinlfcy be required to fund a portion I up 
to S2 5 milliom of one of ih@ franchisee loan poofs The letters of 
credit were issued: under our existing book credit agreement Isee 
Note HI These franchisee loon pools primarily' funded ourchoses 
of restaurants from the Company and, to 0 lesser extent., fmn- 
misee development of new reslaurants The total loons 
outstanding under these loan pools were approximately $153 mil¬ 
lion and $160 million at December 29, 2002 and December 29, 
2001, respectively. Our maximum exposure to loss as o result of 
our involvement wish these franchisee loan pools was $57 million 
at December 23. 2002 We ure in the process of determining If We 
□re the primary beneficiary oF I hose VIEs. We currently believe mol 
it is reasonably possible we are the primary beneficiary and thus 
wo would be required lo consolidate I base VIEs, os Ihey are cur¬ 
rently structured, upon FIN 36 becoming effective lor the Company 
We are currently evaluating alternative structures related to these 
franchisee loon pools 

?he Company along wilh representatives of the franchisee 
groups of each of its Concepis has formed putchasiag cooper¬ 
atives for the purpose o' purchasing certain reslau rani products 
and equipment in the U S. Our equ ty ownership in each cooper¬ 
ative is generally proportional lo our percentage ownership nf I he 
US. system units Tar the Concept. Wo are continuing to evaluate 
whether any of these cooperatives are VIEs under the provisions 
of FIN 46 and, if so, whether we are the primary beneficiary We 
do not currently believe that consolidation will be required lor any 
of these cooperatives as a result of our adaption of RN 46. 

TWO-FQR-OMI COMMON STOCK SPLIT 

NOTE 

On May % 2002 , the Company announced I hat irs Board of 
Directors approved n Iwo-fot-one split of the Company's oul- 
slanding shares al Common Stock The stock split was effected .n 
the form ol a stock dividend and entitled each shareholder of 
record at the close of business on Juno 6, 2002 to receave one 
additional share tar every outstanding share ot Common Stock 
held on the record date. The stock dividend was distributed on 
June 17 2002, with approximately 149 million shares of common 
sloe< distributed Ail per share and shore amounts in the actorn 
ponying Consolidated Financial Statements and Notes io the 
Financial Statements have been adjusted to reflect ihe slock split. 


YOU ACQUISITION 

NOT! 

On May 7 2002, YUM completed |t$ acquisition oE YGft. At the date 
of acquisition, YGR consisted ot 742 and 496 company and from 
'■» US units, respectively, and 127 and 742 company ana 
franchise A&W units, respectively In addition, 133 mutfiibronded 
USM&.W restaurants were included in the US unit totals. This 
acquisition ‘was made to facilitate 1 our strategic objective of cthiev 
"9 growth through multibranding, where two or more of uur 
Concepts ore operated «n o single restaurant unit 

We paid approximately $275 mi I ion in cash and assumed 
approximately $48 million of bank indebtedness in connection wilh 
the acquisition o! YGR. The purchase price was allocated to the 
assets acquired and liabilities assumed ba-sed on esllmaies of 
their fair values at Ihe dale af acquisition We determined these 
fair values, with the assistance of a third party valuation expert. 

The following table summarizes Ihe fair values qE YGf^s assets 
acquired and liabilities assumed at the doted acquisition 


Current ass^ls l 35 

Properly, planl and i>quipmeni 53 

Inlnngibie GSSe*5 250 

Goodwill 2G9 

Oltieros^s 65 

Tolal osse-is acqui red 637 

Current linbihhe& 1QD 

Long-term debt, indudirg current portion 59 

Fulurs rani oblig-CPion?. related lo 

Strifi-lftisebadi: agfeernenis 1 6 £ 

Oltier tofig-term RabjllHes 35 

Tolal liabiiiiies ussum&d 362 

Net assets acquired [tiei cash paidl 5 2 75 


Of ihe $250 million h acquired intangible assets, $212 million 'was 
assigned to brands/irademarks, which have indefinite lives and 
are not subject to amortization The remaining acquired intangi¬ 
ble assets primarily consul of franchise contract rig his which will 
ue amortized aver thirty years, Ihe typical term of a YGR franchise 
agreement Including renewals. Of the $212 million -n brands/ 
trademarks approximately $191 mi Ik on and $21 million were 
assigned to the U.5. and International aperating segments 
respectively Of the $38 million In intangible assets subbed to amor- 
■ zatian, approximately $31 million and $7 million were assigned 
to the US. and International operating segments, respectively 
The $209 million in goodwill was primarily assigned to the 
U.$ operating segment. As we acquired the slock of YGR, none at 
the goodw it is expected lo be deductible far income tax purposes. 
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liabilities assumed included approximately $48 milfrom of 
bank indebtedness friat was paid off prior fo she end of the 
second quarts of 200? nnd approximately Si! million in capital 
lease obligations. We also assumed approximately $168 million 
in d reserif value oF Future rent obligations related la exiling 
sole-leaseback agreements entered into by K3R involving approx¬ 
imately 350 US units. As a result of liens held by ihe buyef/lesscr 
on certain personal property within the units, Ihe sale-leaseback 
agreements have been accounted Fur as financings and reflected 
as debt 

Additionally, as of ihe rinte of acquisition we recorded 
approximately $49 million ol reserves Tex-t li obi litres - ] related to 
our plans to consolidare certain support functions, and exit certain 
markets through store refmnchbings and closures, as presented 
in the lable below The consolidation of certain support functions 
inducted the termination a! approximately 100 employees. Plans 
associated with exiting certain markets through store refranchis- 
Ings and closures are expected to be finalized prior to May 7 
2003. Adjustments to the purchase price allocation related to fhe 
finalizalion aF these plans ore not expected lo be material The 
unpaid exit liabilities as of December 28, 2002 have been 
reflected on our Consolidated Balance Sheet as accounts payable 
and other current liabilities. 1530 million! and other Iiabilges ond 
deferred credits (110 million]. Amounts recorded os of her labili¬ 
ties and deferred credils are expected to result in payments 
principally in 2004 



Severance 

&eneills 

Lwse and 
Other 
Conlnstt 
Tenni- 
nalions 

Oilier 

Cosls 

To ml 

Total reserve as of 

May l 2302 

513 

5 3? 

S5 

%A9 

Amour li unlisted in 2002 

m 

- 

Fit 

19) 

Total reserve as of 

Decemho r 28, 2002 

s s 

S 31 

$4 

5 40 


Additionally, we expensed approximately $8 milhon of integration 
costs related to the acquisition in 2002. These costs were recorded 
os unusual i ferns expense See Note 7 tar furl her discussion 
regarding unusual items I income) expense 

The results of operations for YGR have been included in our 
Consolidated Financial Statements since the dale d acquisition. IF 
the acquisition had been completed as of the beginning of the 
years ended December 28. 2002 and December 29, 2001, pro 
forma Company sates, and franchise and license tees would have 
been as follows: 


The impact ol the acquisition, including interest expense oo debt 
incurred to finance the acquisition an nef income and dlluled earn¬ 
ings per share would not have been significant In 2002 and 2001 
The pro forma information is nal necessarily indicative of the 
results of operations had She acquisition actually occurred □! the 
beginning of each of ihesa periods nor is il necessarily indicative 
of future results 

ACCUMULATED OTHER 
" COMPREHENSIVE INCOME (LOSS) 

wort 

Accumulated other comprehensive income floss], net of tax, 
includes: 



7002 

2001 

FtirEign currency iranslatton adjustment 

S l\76\ 

S11321 

.Minimum pension llabihty c&cfjustment 

E71t 

K4J 

Unreateed losses on deftvctflve in&lmments 

[21 

_111 

T o*al accumulated orher mmptfehenslve 
income llossl 

srs4»i 

S12071 


EARNINGS PER COMMON SHARE f tPS") 


WO T 1! 

2«>i 

2001 


N£l income 

$ 503 

f4#2 


Basic EPS: 

Wfllghled-fl^eroge 
common sherras outsior>dine 

296 

293 

294 

Rosie EPS 

51*7 

Ufifl 

S * 1 41 

Diluted EP$; 

Weighted-average 
common shares outstanding 

296 

293 

£94 

5H[jtos assumed ^sued on cxerc-se 
of dilutee share equivalents 

56 

55 

37 

Shores assumed purchased with 
proceeds of dilutive, shqre equMatenls 

m 

144) 

1331 

Shares applicable to diluted earnings 

3TO 

304 

298 

DMuted £ P5 

sue 

Sl 67 

sm 


Unexercised employee stock options to purchase approximate^ 
14 million,. 54 mil Iran and 217 million shores of our Common Stock 
for Iho years ended December 28, 2002. December 29, 2001 
and December 30, 2000, respectively, were not included in the 
computation of dituled EPS because I heir exercise prices wen? 
greater than the average market price of our Common Stock dut~ 

i ng the year 


____acm_ jog? 

Company sales 5 7,139 $4,683 

Franchise und rkenso tees 877 E39 
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Yum\ brands ins 


ITEMS AFFECTING COMPARABILITY OF NET 
INCOME 

WTE 

facility Actions Net loss (Gain) 

Facility actions ner loss (gain) comisls of me followbng component 
a 5 described m Note V 
■ Retrenching nor [gain si losses. 

* 51-ore closure costs, 

* Impairment of long-l-ived assets for stores we intend fo continue 
to use in She business and stores we intend to dose; 

* Impairment of goodwill subsequent to ihe adaption of SFA5 W 



2002 

2001 

2000 

US 

ftefranchi-sng r.Ht igclraj losses 1:1 

& (4) 

51441 

M2Q2! 

Store closure cnsl s 

& 

13 

6 

Stare smpairmefii charges 

15 

14 

E, 

Sf AS 147 i?L\Jdwil impd.rmefi 1 ! rhnrg&s 

— 

- 

- 

Fool ly actons nei to ^ igainl 

1? 

1171 

UBS) 

International 

Relnanchising l Igamsl losses 1 ■' 

05} 

5 

2 

Store closure oqsis 

7 

4 

4 

Blare impalr-nerd charges 

15 

9 

6 

SFA514? <j£j&dwil! impairment charges 1 

5 

- 

- 

Facility arlians net loss -Iguinl 

13 

16 

12 

Worldwide 

Relranchising n&i igainsl losses ■ >t1 " 

m 

1191 

12001 

Store closure cosls 

15 

17 

ID 

Store impairment Charges" 1 ' 

31 

23 

14 

BFi!> In - cjcdw.ll impnirn-.^nl * 1 

S 

- 

— 

Fadllly aclions rv k&s ^ainl 

$32 

S 1 

% II761 


|ai jrdodes mjik^l franchise Fees n the US *1 $1 million m 2002, £4 million in jDOl, and 
£17 rTrllion ir 2000 ezxi in Inlemahanal d SS millir?i'i n f'QO^andiS mllian In Mh 
?&01 rind ?0Kr See Hare <r 

IJN In 2DD1, US relranchiOny nel Igainsl included S12 mdnsnol prwiousiy deterred 
n-Iniin lii-.ifg gains end iniernavjrtf ^ianchisiru nsr^nsl losses lauded a 
charge of £Vi miHlnri to maiE in snorkel ihe ru?i atrr* ingapam bus^fi, 
■*1ii(h was field tor sale The Singapore t'L^rneis wjs si&wque*ffr djfing |he 
iNrp quarter ul 7GQ7 

Itl BeftfesenlE a 55 mifron charge re bred to ihe imparnn^ii (he goodwill ol duj Pizza 
Hul repnrlnij unll 

'ill Slore Imparmenrcharges to* 2®02L ?DD'l ord 2000 were recorded agalrrsl Ihe Inllyw 
mg asset col&gdr bes 



1002 

2001 

2000 

Property, p*am and equipment 

$31 

S23 

£ 12 

Goodwill 

— 

- 

2 

To‘a" impairment 

S 31 

523 

£14 


Ths fallowing table summar ,res Ihe 2002 and 200) activity related 
Id reserves for remaining lease ob igatums For stores we Intend 
to dose 


Beginning 

Amounts 

New 

Estimaie/ 

Decision 

Ending 

BalcmcE 

Used 

Deciskins 

■zr-^nges 

OlhEr Balance 

2t>01 AdiVity % BO 

1161 

& 

1 

9 S AS 

£002 Arriv'rty $40 

UJ) 

16 

3 

1 5 51 


The following table summarize the carrying values of the major 
dosses of assets held: for sale al December 23.. 2002 and 
December 29, 2001 The carrying values of liabilities held tor sole 
at December 2S f 2002 and December 29, 2001 were not sig¬ 
nificant U5 gmounis primarily repres-eni land on which we 
previously operated restaurants and ore nei of impainroni 
marges of 54 rriiit-on and 55 million, respectively The carrying val¬ 
ues in Internationai al December 28, 2002 relate primarily to our 
Puerto Rico business The carrying values in International al 
December 29, 200' relate pa'rnanly to our Singapore business, nel 
of impairment charges of SV1 million We subsequently sold the 
Singapore business during ihe third quarter of 2002 at a price 
approximately equal lo its carrying value, net of impoifmorl. 

December 20 r 2002 




Inter- 



us 

notlortal 

WOrldwId*; 

Property* pluid and equip^nent, net 

57 

5 

S94 

GeocKvill 

“ 

13 

13 

Other assets 

— 

2 

1 

Assc-is ctossflied □£ held for so le 

S 7 

5104 

Sill 

Dec&mbor 29 2001 



iftiei 



US 

nallOfXii 

Worldwide 

Prapertv, plant nnd equipment, not 

$& 

£32 

5 40 

Other assels 

- 

4 

4 

Asseis classified as held tor srrle 

se 

^36 

S44 


The to’lowing table summarizes Company sales and restaurant 
prtriil reialed to stores held for sale al December 23, 2002 or 
disposed of through refranchismg or closure during 2002, 2001 
nnd 2000 As discussed in Mote 2 Fho upe r O'-ons of such stores 
classified as held for sale as of December 23, 20C-2 ur disposed 
of during 2002 which meet she conditions al 5FA5144 tor report 
rng as discontinued operations were mi material Restaurant 
profit represents Company sales less ihe ccsl at food and paper, 
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SUPPLEMENTAL CASH FLOW DATA 


payroll end employee benefits and occupancy and other oper¬ 
ating expanses 



2002 

2001 

2000 

Stores held lor suit; al December 28 2002 




Sales 

$ 228 

1 22a 

S 2 21 

Reslg.-irnnl prclii 

31 

26 

ZB 

Slones disposed of in 2002. 2001 ond 2000 




Sales 

£147 

1436 

S 948 

fteslaumTii pngjir 

20 

43 

115 


Restaurant margin includes a benefit from ihe suspension of 
depredation and amortization of approximately 56 million, 11 mil¬ 
lion and £2 million in 2002, 2001 and 2000, respectively. 

Unusual Items flncoma) Expense 



2002 

2001 

2000 

US. 

S 3 

£ 15 

% 29 

iftier notional 

rtl 

— 

a 

ijiidloDn-sri 

<2?l 

m 

167 

Woflawwte 

%{27] 

$ 131 

5 204 


Unusual items income in 2002 primarily included; (a) recoveries 
q : approximately 139 million related 1o the AmeriServe Food 
Distribution Inc. rAmeriServel bankruptcy reorganization process; 
less (b) integration costs af approximately £6 million related lo Ihe 
YG£ acquisition; and Id cosis lo defend certain wage and hour it- 
Igation. See Male 25 for discussions of ihe AmeriServe bankruptcy 
reorganization process. 

Unusual Hems income in 2001 primarily included (a) recov¬ 
eries of approximately $2T mill Ian related to The AmeriServe 
bankruptcy reorganization process, ‘ess Ibi aggregate settlement 
costs ol £15 million associated wild certain liligation; and Ic) 
expenses, primarily severance, related to decisions to streamline 
cerlain support junctions. The reserves established related lo deci¬ 
sions to streamline certain support functions were utilized in 2002 

Unusual items expense in 2000 Included (a) 1170 million of 
expenses related to the AmeriServe bankruplcy reorganization 
process,. |b!> an increase in the estimaled costs of settlement of cer¬ 
tain wage and hour litigation atony wtth (he associated defense 
costs incurred in 2000; (cl costs associated wrth Ihe formation of 
new unconsolidated affiliates; less Idj Ihe reversal of excess 
provisions arising from the resolution of a dispute associated wllh 
the disposition of our namcore businesses, which is discussed in 
Note 24. 


MOT* 



2002 

2001 

2QDD 

Cash Po'd for 

Inieresi 

S 15 □ 

5164 

2194 

Income reives 

200 

264 

252 

Significant Non-Cash 

1 riveting nnd Financing Activities 
Assumphan of debr and capirc 1 l^asps 
related In Ihe acquisition otYG^ 

S227 

£ - 

5 - 

Capita lease abligations incurred 

Id acquire us^s 


IS 

■1 

ks joixe iji promI'i-sory r*o=f! h.i rscqur e 
an unconsolidated olfiliaie 

_ 

_ 

25 

Contribution of non-cash nei resets 
fci m ynconsciidQled affiliate 


21 

67 

Assumption of liabilitiGS Ifi cannedion 
Vrtlh a franchisee acqmsilian 


36 

6 

Fair marker value af assets received 
in connection with a 
non-cosh txquisiiwxi 


9 



FRANCHISE AND LICENSE FEES 

NOTE 

3GG2 

: ■ 

£000 

Inilwi fees, including renewal tees 
inilfat franchise fees included 

1 33 

1 32 

5 43 

in Tefrqnch*5ing gains 

16? 

!7| 

1201 


27 

25 

29 

Continuing fees 

S3* 

m 

760 


£ 946 

5 915 

£799 


OTHER [INCOME) EXPENSE 

NOT! 

2001 

2001 

ZlKXi 

Equity income from investments 
in unconsiairiated allihatos 

S(29j 

% (261 

51251 

FcTOtgn exchange ne! Igainl loss 

i!) 

_ 3 

- 


S|3E>i 

51231 

51251 





Turn! Blands frit. 


PROPERTY PUNT AND EQUIPMENT NET 


MOTf 


Land 

200? 

S 621 

2001 

s sn 

Buildings and rmprcwemenis 

2,742 

2,5dSi 

Gapiipl teases, primarily holdings 

102 

91 

Machinery ana equipmenl 

uu 

i ,m 

Accumuinted depreaariDn and cimDrlizaiiuri 

5 P 201 
(2J*4i 

12,1231 


5 3 r 0$? 

52.737 


Depreciation mid amortizaton expense related fa properly, plcml 
and equipmenl was £357 mill bn, 5320 million and $319 million in 
2002, 2001 nnd 20GG P respectively 

GOODWILL AND INTANGIBLE ASSETS 

NOTE 

The Company's business combinoiions have included acquiring 
restaurants !ram our franchisees. Prior to the pdopiton of 3TA5141 
Ihg primary mlangibte assei 1o which we generally ailocated value 


m these business combfnaltoris was reacquired franchise righls, 
We direr mined i ho l reacquired franchise rig his u-d no I meg 11 he 
criteria of 5FA5141 h > be recognized q$ an asser apcirl From good¬ 
will Accordingly, on December 3D, 2001. we raclass r ed 5241 
million of reacquired Franchise right? fc goodwlj nei of related 
defer-ed fox liabilities ol 553 mi hor, 

The changes in the carrying omounf of goodwill, nes far The 
year ended December £0, 2002 is os follows: 



US 

inter- 

Tioiionai 

WorlcfcVfiJe 

Balance ol December 29, 2001 

5 21 

5 3S 

5 5<? 

Peclnssiiirallon af reacquired 

Irene hteerights^ 1 

145 

% 

241 

Impairment 1 * 

- 

151 

(S) 

AcqaisiiHxis, rtispasulsi and olher ner 

206 

m 

m 

Balance as of Deeonrber 2a, 2002 

$372 

SH3 

S4SS 


■ii -sported ■-■=+ -«! dfllprnwlo*liabililles nl 52? i^lian lor lh* uS trvi 15 6.. « 

>an for Inle* Milnnnl 

ihl &&prs;iser,t5 inparmeni nt Ihe-grjodvwill qP ihe fted Hui rnreereporting mill. 

Impoirn'eni was recorded ia comedian wilrtour annuo! imfKjirmeni rerew performed 
as ohte wgipnirig cf ilm Itiunh quarter, onrl rn-.MK-d Irom re pegr c-ilnm- % J 
Ihe Piciti Hui Tronce reporting urril rtufing 200J 

ir h ii ludea goodwill relaled 1$ lire YGE pwehasB pr*«* nlocalnn For inigrhaliQnal. 
include ii ^13 million Irander of§x>iiwiil tocESRs hert li-ii sateUee ride ?l 


Infangibseassels. not For ihe years ended 2002 and 2001 ora as follows 


2002 2001 



Grflss Carrying 
Amount 

ACGLrfflfcjla.ted 

Amortis^Ifcon 

Gross Carrying 
AmQLHHl 

Accuitiuloi&d 

AmorlicOlliXi 

Amortized iirtaxiglble assets 

Franchise conlratr ngbis 

1135 

1(431 

$102 

s m 

Fcworable operating teases 

21 

m 

13 

(lit 

ion - r elated i fflangible 

IS 

— 

3 

— 

Otngr 

26 

mi 

23_ 

1211 


1200 

i < 79 ) 

£146 

$f72l 

Unamortlzsd mtangibte assets 

Brand/Traderniirks. 

5 243 


S 31 



57 















As -Qted above, on December SO, 2001, we reclassified S241 mil- 
lion of reacquired franchise rights Jo goodwufl, net of related 
deferred fox ’iobilit.es of $53 million 

As □ result of adopting 5FA5142, wo ceased amoitizalion 
of goodwill and Indefinite-lived intangible ossels beginning 
December 30, 2001 Amortization expense for deflnlte-llved intan- 
yiblo assets was 56 million n 2002, Amortization expense for 
good wifi and oil intangible assels was 537 million and S3 8 million 
In 2001 and 2000, respectively Amortization expense lor defmfle- 
livod rntangible assets will approximate 55 million for each of the 
next frve years. 

The following table provides a reconalialion of reported net 
income to adjusted net income os though 5FA5142 hod been 
effective for the years ended 2001 and 2GOO 


2001 



Arnixml 

Basic EPS 

Olui&d EPS 

Repgded r^er income 

Add back nnwiization expense i ner c-i lasi 

$492 

3 1,66 


Goodwill 

25 

0.09 

0.O9 

Brand /Trademark 

\ 

- 

- 

Adjusted nel income 

S5t& 

SI 77 

U 71 

zoua 


Amount 

tklSJC EPS 

Muled EPS 

Repaded r>ef income 

4dd bock □ir-rDdizotion expense :nel ol 1 axh 

S 413 

$1 

51.39 

Goodwill 

23 

O.Ofi 

0.06 

Brand .Trademarks 

t 

- 

- 

Adjured nel inconne 

1 457 

1149 

SI 47 


ACCOUNTS PAYABLE AND OTHER 


CURRENT LIABILITIES 



MOTE 

2002 

2001 

Accounts payable 

£ 417 

$ 353 

Accrued compensation and benefits 

25S 

210 

Oiher currenr liabilriles 

491 

969 


*1,146 

£1,032 



SHORT-TERM SORROWINGS AND 
LONG-TERM OEST 



3002 

7001 

Short-term Sorrowing* 



Current maturities ol fang-letm debt 

£ 14 

1 545 

Iniernorkmoi lines ol credit 

115 

138 

Oiher 

19 

13 


$ 146 

5 *96 

Long-term Debt 

Senior, unsecured Term Loan Facility 

i 

5 442 

Senior, unsecured Revolving Credil facility, 
express June 2003 

153 

94 

Senior, Unsecured Notes, due .May 2QQ5 

051 

351 

Senicr, Unsecjred Notes, due April 200* 

son 

196 

Scnix, unsecured Notes, due May 2QDB 

251 

251 

Semw, Unsecured Noies. due April 201 s 

645 

644 

Senbr, Unsecured Noies, due Juty 2012 

39B 

— 

Capilal toose obJigoligns ISee Mote IS: 

99 

79 

Oiher. due terou^h 2QHJ m -12%) 

170 

A 


2 r 24? 

2,063 

Less current maturities of long-lerm defr 

H2) 

15451 

Long-lerm dubl excluding SFAS133 adjgslment 

2,255 

1.516 

Denvolive inslrurneni adjuslmenl 
under SFAS133 (See Note 16 ■ 

44 

34 

Lang-rerm deb! including 

SFAS133 adiusmnan;! 

S 2,29? 

i 1.552 


On June 25, 2002, we dosed on a new SI 4 billion senioi unse¬ 
cured Revoking Credit Foci lily {Ihe "New Ciedil Facility"!. The New 
Credit Fac lily replaced ihe exlsimg bank credit agreement which 
was comprised of n senior unsecured Term Loan Foci lily and a 
51.75 billion senior unsecured Revolving Credit Facility (collectively 
referred to as the 'Old Credil Facilities - ) that were scheduled to 
mntere on October 2, 2002. Amounts outstanding under the Otd 
Credit Facilities were classified as short-term boTrowings in the 
Consolidated Balance Sheet at December 29, 2001. On December 
27, 2002, we volumerily reduced our maximum borrowing limit 
under the New Credil Facility to 51.2 billion. The New Credit Facility 
matures on June 25, 2005. We used ihe initial borrowings unde* 
Ihe New Credil Fa:: lily to repay ihe indebtedness under the Old 
Credit Facilities. 

The New Credit Facility *s un-condilionally guaranteed by our 
principal domestic subsidiaries and coma ins oiher terms and 
provisions (including represenlalions, warranties, covenants, 
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condition!; unci even is nf def-nulll s-milor lo Ihose set forth in Ihe 
Old Crridii FacriNes Spec 1 1 lea I! y, th-§=s New Oedil Focslity combos 
financial covenants rotating lo maintenance of leverage and lived 
charge coverage rate The New Credit Facility also contains offir- 
mai vt. and negative covencn-!a including among o1he p ihinys. 
limito-ions on certain addiNone, indebtedness, guarantees of 
indebtedness, cosh dividends, aggregate non-U S investment and 
certain oilier transactions as defined in the agreement 

Under the terms at the New Credit Facility;, we may borrow up 
to the maximum borrowing limit less outstanding letters of credit. 
At December 28,2002. our unused New Credit Facility totaled SO 9 
billion, net of outstanding letters of credit of $0.2 billion 'ha Inter¬ 
est rote for borrowings under ihe New Credh Facility ranges from 
1.00% la 2,00% over ihe London Interbank Offered Rate IU&QR1 
or 0.00% to 0.65% aver an Alternate Base Rale, which is the 
greater nt the Prime Rate or the Feder al Funds. Effective Rate plus 
1 %. The excel spread aver LIBOR or the Alter note Base Rale, as 
applicable, will depend upon our performance under specified 
financial criteria. Interest is payable at least quarterly in the third 
quarter of 2002, we capitalized debt issuance costs of approxi¬ 
mately 59 million related to the New/ Credit Facility Ihe costs wil. 
be amortized Into interest expense over the life of ihe New Credit 
Facility- A1 December 28, 2002, the weighted average conirettud 
interest fate on borrowings outstanding under the New Credit 
Facility was 2.6%. 

in 2002, we expensed facility fees at approximately 55 mil¬ 
lion, which was comprised of S3 million related to the New Credit 
Facility and S2 million related lo the Q : .o Credit Facilities, prior fp 
being replaced In both 200’ and 7OQ0. we expensed facility fees 
of approximately 53 million related to ihe Old Cred«- docilities 

In '997, we filed a shell registration statement with the 
Securities Exchange Commission for offerings of up to $2 billion .of 
senior unsecured, debt. In June 2002, we issued 5400 million oF 
7 70% Senior Unsecured Notes due July l 2012 (the "2012 Notesl 
The nel proceeds from the Issuance of Ihe 2012 Nates ware used 
to repay indebtedness under Ihe New Credit Facility. Additionally 
we capitalized debt issuance cosfs of approximately 55 million 
related, to the 2012 Notes in the rhirri quarter of 2002 Ihe follow¬ 
ing table summarizes nil Senior Unsecured Notes issued under 
this shell registration through December 2E, 2002: 



iVLaiunV 

fjinauol 

Inrtiesr krr-e 

Ii.yj. inff- Dole 

Dale 

Amount 

Siafed. 

EtfetiW * 

May 1998 

May £005“ 

$350 

745 s ! 

”62% 

May 1998 

May 2Q&r 

250 

766% 

7 81%. 

April 200 ) 

April 200i(f“ 

200 

3 50% 

9 (MU 

April 2001 

April 2011'* 

650 


9 20% 

June 70D2 

July 2017' 

400 

7 70% 

B 04% 


Id! Mferass poyrrienis cDmmi3fK#(ifi hk*ember 15 I99D are pavabla settThannuaJly 
IherraHsr 

ibJ Ihlertsl poyrnenfs cammpntijil on DcfoberlS, £001 qivj putable Hatnt-OiinUQl^ 
H-ereoHi-’i. 

'■sii.f^Kl payment orrnmgnrixl on January 1, 2003 oroon- movable Mm .^miiillv 
Ihsea fie¬ 
ld! ■ Mtfes meefteds aF the ^otfftlsphcin of any H premium or dlscounl. 121 dulu 
issuance aKlS; find 111 yam or b^ ypon MtlemenFal n^aiey li'&esury kxfcs D&?=- 
rn.ii include Ihe etfeci -:" 1 nnv inlfe^sf w* swaps of. ^vriUi-1 ■ ■ wain b 

We have 5150 million remaining far issuance under the 52 billion 
shelf registration 

As discussed in Note 4. upon ihe acquisition of V GR. we 
assumed approximately 5168 million in present value of future reni 
obligations relalod to certain sale leaseback agreements entered 
into by YGR involving; approximately 350 US unils. As a result cl 
liens held by the buyer/tessor on certain personal property within 
the uniis, she sole-leaseback agreements have been accounted 
far as Financings ond ore reflected os debt in our Consolidated 
Financial Statements as of December 28,2002. Rental payments 
made under these agreements wilt be made on □ monthly basis 
through 2019 with an effective interest rote of approximately 11% 
The annual maturities of long-term liebl as of December 28, 
2002 , excluding capital leose obligations of $99 million and deriv¬ 
ative instrument adjustments of 544 million, are as follows- 

Year ended 

2001 % 2 

200A 2 

2005 506 

2006 203 

2007 4 

Thereof 1,45* 

Tolal 5217 3 


Interest expense on shorMerm borrowings and long-term debt 
was 5’80 rrn!i on, SI72 million and 5190 million in 2002. 2001 and 
2000, respectively Net interest expense of 59 million on incre¬ 
mental borrowings relied la the AmeriServe bankruptcy 
reorgemnation process was included in unusual items (income) 
expense in 2000. 




LEASES 


FINANCIAL INSTRUMENTS 


won 

We have non-cnnceiable comrrnlmenfs under bcrh capita and 
tang-term opera ling leases, pnmarify for our reslay ranis. Ca pital 
and operating lease commirments expire ar various dates Ihraugh 
2067 a nd, in many cases, provide far rent escalations and renewal 
options. Most leases require us lo pay related executory costs, 
which Include properly Saxes, maintenance and insurance. 

Fulure minimum commitments and amounts to he received as 
lessor or sublessor under nan-cancebbte leases ore set forth below: 

comfflfimenls loose R&tewablea 

i>red 



Capital 

OpefcdFmg 

Financing 

Opercihng 

20D3 

5 14 

$ 276 

$ 2 

$ IT 

2004 

14 

242 

3 

30 

2G0S 

13 

213 

3 

9 

2006 

32 

179 

2 

3 

2007 

11 

153 

2 

7 

Thereafter 

117 

905 

19 

AS 


$ 131 

$1,974 

S 31 

5 90 


At year-end 2002, the present value of minimum paymenls under 
capital leases was $99 million. 

The details of rental expense and income qre set forth oelow 



1002 

2001 

:ooo 

Rental expense 

Minimum 

* 3U 

izsa 

$ 253 

Cdrttfngenl 

35 

10 

23 


$343 

S 293 

$281 

Minimum rental income 

S 11 

5 14 

£ IB 


Coni ngeni rentals are generally based on sales levels m excess 
of stipulated amounts contained In Ihe lease agreements. 


NOH 

Derivative instruments 
interest Rates 

We enter into interest rate swaps and forward rate agreements 
with Ihe objective of reducing our exposure la interest rate risk and 
towering inrenesl expense for a portion of our debt, Under the con¬ 
tracts, we agree with other parties to exchange, ai specified 
Intervals, the difference between variable rate and fixed rata 
amounts calculated an a notional principal amount AI bosh 
December 2S r 2002 and December 29, 2001, we had ouIsland 
mg pay-variable interesi rate swaps wllh national omaunts of 
$350 million These swaps have reset dates and floating rate 
indices which match lhase of our underlying fixed-rote debt and 
hove been designated as fair value hedges of a portion of that 
debt. As the swaps qualify for the shortcut melhod under SFA5 
133 no ineffectiveness has been recorded. Ihe fa if value of these 
swops os of December 26, 2002 and December 29, 2001 was 
approximately $48 million and $36 million, respectively, and has 
been included in other assess. The portion of this fair value which 
has not yes been recognized as o reduction to interest expense 
(approximately $44 million and $34 million or December26, 2002 
and December 29 2001, respectively! has been included In long¬ 
term debi 

During the second quarter of 2002, we entered into treasury 
locks with notiona* amounts totaling $250 million These treasury 
locks were entered mta to hedge ihe risk of changes in future inter¬ 
est payments attributable to changes in the benchmark interest 
rate prior io issuance of additional fixed-rate debt. These locks 
wore designated and effective in offsetting! the variability in cash 
(tows associated with Ihe future interesl payments pn a portion- of 
the 2Q12 Nates. Thus, the insignificant loss at which these treasury 
lacks were sealed will be recognized os an ncrease to 'riterosr on 
the debt ihraugh 2012 
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Al December 29 2001. we had outstanding poykxed infer 
e$i rate swaps with a notional amount of $650 million These 
swaps hod been designoted 05 cash flow hedges of o portion of 
our voriob e-rale debl A.-. IIie critical terms o* the swaps and 
hedged interest payments were the same, we defemmed that the 
swaps were completely effective m offsetting the variability ir ■ ash 
flows associated with rnteresf payments an that debl due to inler- 
esi rale FI actual ions During 2002, due to decreased borrowings 
under our New Credit Facility interest rate swops with a national 
amount of $150 million were terminated An n significant a moan I 
was reclassed from accumulated older comprehensive income to 
interest expense as a re suit of l his termination. The remaining 
interest swaps with notional amounts of $500 mil ion matured dur¬ 
ing 2002 

foreign Exchange 

We enter into Foreign currency forward contracts with Fhe objective 
of reducing our exposure to cash flow volatility a nsrng from foreign 
currency fluctuations associated with certain foreign currency 
denominated financial instruments, the majority of which ore inter¬ 
company shod-term receivables and payables "he notional 
amount, maturity date, and currency of these contracts match 
Ihose oF thu underlying movables or payables For (hose foreign 
currency exchange forward contraCls lhat we have designated as 
cosh fkiw hedges, we measure ineffectiveness by comparing Ihe 
cumulative change in she forward cantrod with Ihe cumulative 
change in she hedged item No ineffectiveness- was recognized sfi 
2002 or 2001 for those foreign currency forward contracts desig¬ 
nated u$ cash flow hedges. 

Commodities 

We also utilize on a limited basis commodity Futures and options 
contracts lo mitigate our exposure to commodity price fluctuations 
over I Fie f'exl twelve monlhs Those cor'tracts have not been des¬ 
ignated as "edges under $F AS 132. Cammed sly lulu re and options 
contracts entered into fOF Ihe fiscal years ended December 26, 
2002 and December 29, 2001 did not significantly impocl the 
Gonsofidated Financial Statements. 


Deferred Amounts rn Accumulated 
Other Comprehensive income {Loss} 

As ul December 28,2002, we hmJ □ net deferred loss associated 
wilh cash ‘low hedges of approximately $2 million, net o ! lax Of 
this amount we estimate that o nei after-tax ioss oF less lhan SI mil¬ 
lion will be reclassified into ea rnings through Pec urn her 27 2003. 
The remaining net offer-tax loss of approximately 52 million, which 
□ rose from ihe settlement of treasury locks entered ;nlo poor to Ihe 
issuance of certain amounts of our Fixed-rate debl. wilF be reclas¬ 
sified into earnings from December 28,2003 through 2012 as on 
increase to interest expense on [his debl 

Credit Risks 

Credil nsk from interest rate swap, treasury lock and forward rate 
agreements and foreign exchange con Insets is dependent both 
on movement in interesi and currency rates and ihe possibility of 
non-payment by counterparties. We mitigate credit risk by enter¬ 
ing inb these agreements wilh high-quality counterparties, and 
netting swap and forward rale payments wilhln contract, 

Accounts receivable consists prime rity of amounts due from 
franchisees arid licensees for initial and continuing fees. In addi¬ 
tion, we hove nates and lease receivables from certain of our 
Franchisees Ihe financial condition of Ihese franchisees and 
licensees Is largely dependent upon Ihe underlying business 
trends of our Concepts. This concentration of credit risk is mitigated, 
in port, by the large number nl franchisees and licensees of each 
Concept and the short-term nature of ihe franchise and license 
fee receivables. 

Fair Value 

At December 28, 2002 and December 29, 2001, the fair values of 
cash ond cash equivalents, short-term investments, accounts 
rfe£Slvpble k and accounls pcyr.il h: u|jpic:*im-::‘o ] carr a value 
because of the short-term nature oF these instruments. The lair 
value d notes receivable approximate carrying value after con 
s deration of recorded allowances 


The carrying amounts and fair values of our olher financial inslteinenls subject lu (air value disclosures are as follow 


m2 SraOi 



Cnnying 

ftunounl 

Fair Value 

Carrying 

imounl 

Fa^ Value 

Debl 

Shon-iF?rm borrowings and tong ■ term debt eadudirxj 
cup 'nl teases and ihe tier.varlve insmumeni □djuEFmenlS’ 

$ 2;3Q2 

5 2,470 

12.135 

S Z.2T5 

Debr rpiloted denvnlive inslrumenns 

Open contract in a net os^t position 

43 

48 

37 

27 

fareejn ajrreixy-reared denvartve mslryments. 

Open roniracts In □ del c-S3el lliatiiliiyv praPton 

HI 

pip 

5 

5 

Lease gc-urnniees 

2 

42 

2 

35 

Guarantees supposing hnanaul arrangement:, 
td certain IrandN&ees, ynconsolidaled rfttiliates and dtier ihird parlies 

16 

21 

17 

21 

Loiters at rrndil 

- 

3 


1 


VVe estimated the fair value of debt, debt-refoted derivative irtSlnjmanis foreign currency-related derivative instruments, guarantees and 
letters of credit using market quotes and calculations based on market rates. 


PENSION AND POSTRETIREMEN! 

MEDICAL BENEFITS 

ware 

Pension Benefits 

We. sponsor noncontrlbutory defined benefit pension plans cov¬ 
ering substoniially alJ full-lime U.5. salaried employees, certain 
hourlv p! oyees and certcin iriIernq i :ona l err ipiayees Dur ii iu 
2 Q01, the YUM Retirement Plan I the “Plun'f was amended such 
l tint any salaried employee hired or re hired by YUM offer 
September 30, 2001 will no* he eligible So participate m the Plan 
henefils are based on years of service and earnings or slated 
amounts tor' eoc h year of service- 

Postretiremen! Medical Benefits 

Our poslreliremeni pior• provides health rare benefits, principally 
la U.5. salaried reltrees and I heir dependents this plan includes 
retiree cast sharing provisions. During 2001, Ihe plan was 
amended such tha! any salaried employee hired a-r rehired by 
YUM after September 30, 2001 will nd be eligible to participate in 
this plan. Employees hired prior to September 30, 2001 are eiigi- 
hie for bentdils if they meet age and service requirements c?nd 
quality for retirement benefits 


The components of ml periodic benefit cost ore sei forth below. 


Pension Benefris 



200J 

2001 

2000 

Service nasi 

5 22 

5 ?n 

: ■ 

Interest ensi 

31 

?£> 

24 

Amormalign \y\ pr<ir service cost 

1 

i 

1 

Expected migrn on plan assess 

m\ 

I29J 

125? 

Recognized duluajlai loss 

i 

1 


Nel penodic beneM msr 

S 27 

5 21 

5 19 

Addilionnl lass Igain'j recDgruzed due re 
Curtailment 

% 1 

% - 


Special lerminenion tteitelitii 

- 

2 

- 


Pi.i5lreiiremeril Medical EtensFr-. 


2002 

?0Q| 

2CO0 

Service ciffii 

S 2 

5 ? 

£2 

Iniaresr cosl 

4 

A 

3 

^Ticrtizarcin of min* service ti*ai 

— 

111 

ill 

Recognized Actuarial loss 

1 

— 

- 

Nfcl pH!niXllC beneJit LDSl 

S 7 

5 5 

Sfl 

Arid moral laarnl recognized du alp- 
Curtailment 

s- 

S- 

5111 


Prior service costs are amortized on a siraighf-line basis over the 
average remaining service perioa oi employees expected la 
receive benefits Carfaitment gains and fosses have generally been 
recognized in faci.'ily udions nel loss igaml as they have resulted 
primadly from refranchistng and closure activities 
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Yum 1 Brmutte Inc 


The rhangs m benefit obligcilu ( Dm] phn ossols ui dr- -i- 1 1 olio r. ...F Purged status is a follows 

i - jlr-KlirErnr ni 

Pei ■< 11 firins^iii Meififcd! B^nefife 



200? 

2001 

200? 

2t :oi 

Change in benefit obligation 





Btinelif obligation citbeginn-ri^ i 1 

£ 420 

S 551 

5 53 

5 4g 

Serwic-e cnsi 

22 

20 

2 

2- 

Inly rest 

31 

21 

4 

4 

Pton amendments 

14 

1 

— 

— 

bpKigl termination rvhn 

— 

1 

JL 

— 


CuTiailmwiir igami 

m 

I3| 

- 

- 

fienefils and : :: 

m 

II7| 

<31 

131 

Acruur-kii loss 

n 

33 

7 

7 

Benefit o&'igGi'an ui end q 1 yoar 

S SOI 

5 42Q 

5 63 

5 SB 

Change in plan assets 





Fair yulue of plrsn assete ul btg nninnntyeai 

$ 2*1 

S 313 



AciuLtl r^um on plqn assets 

]24) 

15 U 



Employer contributions 

1 

48 



BenoFifs paid 

£163 

tm 



Adminislrmrve expenses 

tl] 

m 



Fair value of p’ton essels oi end l-I >eoT 

S 251 

S 291 



Eeconriliafion pf funded status 





Funded slrJius 

5H250) 

511291 

5|6Bf 

5156| 

~ i r iplu-yc-r ■: -.-ntritjulio: 

IS 

— 

- 

- 

Unrecognized uetuaml loss 

169 

07 

IS 

1? 

Unrecognized prior service cost 

16 

4 

— 


Ntelampurif recognized ul year-end 

s tm 

5 1301 


51461 

lai Peflacls a contribuliori madebeween me September io . H? it.i-.j- ■ up m.| riu:. ! -i ■ 26. ?0Q? 





Amounts fecogni^ed in tbe statement of financial position carter of: 





Accrued foenplir MsJIIty 

5 |172| 

5 1641 

S [50) 

5146) 

imangiijie asset 

IS 

S 

— 

— 

Accumulated olhe r scimprehenstve loss 

114 

36 

- 

- 


S |4Q) 

$ m 

SiSOf 

51461 

other compTp-tiensive loss □Hribwluble io change 





In additional minimum liability raoagnlrion 

S 76 

5 53 



Addition at year-end information for pension plans 





with benefit obligations in excess of plan osseis 

Benetil obligation 

£ SOI 

5 420 



Fair value of plan assets 

2 51 

231 



Additional year*and information for pension plans 





witti accumulated benefit obligations in excess of plan asset-, 

Benefil obligation 

£ SOI 

5 420 



^CCLll!ulQlr>d tiP-.n^l ! Ubl'IJ'-ll""'! 

44£ 

369 



Fdit value of filnn assets 

251 

291 




I hr- .-issiifTiplUins used io compute She mformnlion ubuve are sal forth below: 


200? 

Discount roie 

6.85% 

Long-term min of rehjm m: plqr. assets 

B .50% 

*nie of earfipenscuior. increase 

3.£53i 


Pa£lrelirrX'-'>i. , nl 


PtHis'inm Benehlc 



Medial BantHii 1 ; 


~ ~2QOf" 

2QOH 

£Ch}2 

zb a \ 

ft) BA 

760% 

303% 

6.05% 

758% 

0 2 r * 

10 Offl 

"i.i. 

— 

— 

— 

•1 60? 

5 03't 

Z,BS% 

4,60% 

5 03% 






We have assumed the annuai increase in cast oi poslretiremenl 
medical benefits was 12 0%for bath non-Medicare alible retimes 
and Medkore eligible retirees in 2002 and will be 12.0% far bath 
in 2003 We are assuming the rates lor nan-Medicare and 
Medicare eligible retirees will decrease loan ultimate rate of 5.5% 
by 2011 and remain at lhaf level (hereafter. There is a cap on our 
medical !iabi?iiy lor certain relinks The cop far Medicare eligible 
retirees was reached in 2000 and the cop for run Medicare eh ■ 
gible raiirees is expected to be reached between She years 
2002-2008; once Ihe cap is reached, our annual cast per retiree 
wli nol increase. 

Assumed heal I h care rnsi trend rates have a significant effect 
an the amounts reported for our poslretiremenl health care plans 
A one percent increase or decrease in the assumed heotth care 
cost trend rates would have increased or decreased our accu¬ 
mulated postroliremenl benefft obligation at December 23. 2002 
by approximately £2 mil ion. The Impact on out 2002 benefit cost 
would nol have been significant. 


STOCK-BASED EMPLOYEE COMPENSATION 

mm 

At year end 2002, we heed four slock option plans in effect the 
YUM! Brands, he Long-Term incentive Plan 11999 LTIP1, the 1M7 
Long-Term Incentive Plan 11997 LT1F1, the YUM S Brands, Inc. 
Restaurant General Manager Stock Option Plon I'YUMBUCKSl and 
Ihe YUM! Brands, Inc. SharePawer Pton TSharePower*). 

We may grant awards of up to 15.2 million shares and 4S.0 
million shores of stock under the 1999 LHP and 1997 LUR respec¬ 
tively. Potential awards to employees and non-employee directors 
under the 1999 01P include stock options, incentive stock options, 
stock appreciation rights, restricted slock, slock units, restricted 
stock uni's, performance shares and performance units. Potential 
awards to employees and non-employee directors under the 1997 
LTIP include stack appreciolion rights, restricted stock and per¬ 
formance restricted stock unils. Prior to January l r 2002, we also 
could grant stock options and incentive stock options under the 
1997 LTIP. We have issued only stock options and performance 
restricted slock umls under the 1997 LTIP and hove issued gnfy 
stock options under the 1999 LTIP. 


We mgy grant stock options under the 1999 LTIP to purchase 
shares al □ price equal to or greater than the average market price 
of the stock on the date of giant. New option grants under the 1999 
LTiP can hove varying vesting provisions and exercise periods. 
Previously granted options under the 1997 LTfP and 1999 LTIP vest 
in periods ranging from immediate to 2006 and expire ten so fif¬ 
teen years after giant. 

We mgy grant opllons to purchase up to 15.0 million shares 
of slock under YUMBUCIG at a price equa’ fo or greater fhem the 
average market price of «he stock on the date oi grant YUMBUCK5 
options granted have a four year vesting period and expire 
ten years after grant We may grant options fa purchase up to 
14.0 miltion shores pi stock al a price equal lo or greater than Ihe 
average market price of the stock on the dare ol grant under 
SharePower. Previously granted SharePower options have expi¬ 
rations through 2006. 

Al the Spin-off Dale, we convened certain of the unvested 
options to purchase PepsiCo stock that were field by our employ¬ 
ees la YUM stock opl ions under either I he 1997 LTIP or SharePower. 
We converted the options at a mourns and exercise prices Thai 
maintained ihe nmouni of unrealized stock appreciation lha! 
existed immediately prior to the Spin-off The vesting dates and 
exercise periods of ihe options were nal affected by ihe conver¬ 
sion Based on jheir original PepsiCo granl dote, these converted 
options vest in periods ranging from one to fen years and expire 
fen to fifteen years after grant. 

We estimated Ihe fair value of each option grant made dur¬ 
ing 2002, 2001 and 2000 as of Ihe date of granl using the 
Block-Schales option-pricing model wish ihe following weighted 
average assumptions: 



2002 

Ml 

2000 

kisk-free interest rate 

4.3* 

4 7%. 

6 .4% 

Expected life l^ears.i 

6.0 

GQ 

D.a 

Expected volatility 

33.9% 

32.7% 

S2b% 

ExpecleU dividend yield 

0.0% 

am 

0.0% 


*uffi' brands me 


A summary of fhe status of all options gran led to employees and non-employee cSirecrors as of December 2S, 2002, December 29 r 2-001 
and December 30, 2000, and chan ye* during the years then ended b presented below llqbukjr options in thousands!- 

OtKOrtiftor 20 , 2002 DEcefr^Qf Z 9 , 2001 DSCC-rnber 10 , 2 QCG 




Wld. Avg. 


Mid Avr] 


Wld Avg 


Opiipns 

ixeccis-E Price 

Op-lmns 

Ejceitise Price 

OpliDr'iS 

Jiterdse Price 

Ouislancling al beginning oi year 

54,462 

£ 16.04 

5X$5S 

$15 60 

40,331 

$35.59 

Granted at price equal iq uveTrjrje musket price 

6,974 

£652 

10019 

1734 

15.719 

15.17 

Exercised 

ia,E7Aj 

14 06 

13,6351 

|156 

13,657) 

10 9? 

FarTeiled 

12,920) 

19,07 

15,290? 

1716 

[7015) 

1699 

Odti-. fc Dn-d-ng di end nfyear 

49,4 JO 

S 17. S4 

54,452 

5 16.04 

53.356 

£ 15.60 

Exercisable at md at year 

17,762 

£ 13,74 

12,962 

»17 76 

I5 r 244 

512 30 

W^gh'Hd Livciagi? 4 oir v-riJsif* cif oplicins 







granted during rh<= year 

S 10.44 


5 710 


5 694 



The following 'nob summarizes information about stock options outstanding and exercisable al December 28, 2002 [iabi Inropsians in 
ihousondsl: 


OpiinTis CkJfilQrjdlrig 


Pcings cl 


lAlld £u*g REmaiihfig 

EK0r^Lse Prices 

Oplions 

nrmctual l ifu 

5 0 - 10 

1,402 

1 9? 

10 - 15 

10,416 

4 27 

15 Z0 

24,696 

7 01 

20 - 30 

12,412 

775 

30 - 40 

704 

5 30 

49.630 


Opiions E*0Klsafcle 


WW Aug 


Wld Ayg 

Exercise Rnce 

Options 

Exercise Pries 

£ 760 

::,402 

5 760 

12 77 

9,S6fl 

12 75 

16 17 

5.13 6 

1624 

24 35 

325 

22 46 

36.32 

11 

36.36 

17762 


In November 1997 we granted two awards nf performance 
restricted slock units of VUJVVs Common Stock to our Ch : et Executive 
Officer rc£0"l the awards were made under the 1997 LTIPand 
may be paid in Common Slock or cash at the disejetion of the 
Compensation Committee of ihe Board o' Directors. Payment d 
□n award of $2 7 million was contingent upon Ihe CEO'S contin¬ 
ued employment through January 25, 2001 and aur atloinmenl of 
certain pre-established earnings thresholds in January 2001 our 
CEO received a cash paymenl of $2 7 million fallowing the 
Compensation Committee's certification of YUM's attain menl of the 
pro- established earnings threshold. Paymenl of an award of S3.6 
million is contingent upon his employment through January 25, 
2006 and our ariammeinl of certain p re-established earnings 
ihreshaids The annual expense? related to these awards included 
in ecumngs was $€.4 million for 2D02, $0 5 million for 2001 and 
SI.3 million for 2000. 


OTHER COMPENSATION AND BENEFIT 
PROGRAMS 

M0TI 

We sponsor two deferred compensation benefit programs, the 
RestauranJ Deferred Compensation Plan and me Executive 
Income Deferral Program (the "RDC Plan" and fhe "ElD Plan," 
respeovely! for eligible employees and non-employee directors. 

Effective October 1 2001, parlicipants con no longer defer 
funds inlo the RDC Plan Pno r 1o that date, llte RDC Plan allowed 
participants to defer a portion of fherr unnuafc salary. The partici¬ 
pant's balances wJI remain n the RDC Plan until l heir scheduled 
distribution dotes As defined by Ihe RDC Plan, we credit the 
amounts deferred with earnings based on the investmerM options 
sdecied by the participants Investment options n ihe RDC Plan 
consist of phantom shares of various mutual funds and YUM 
Common Stock. We recognize compensulian expense for Ihe 
appreciation or depreciation, if any, attributable io all investments 
in the RDC Plan, and prior lo October l r 200b far any matching 
conlfibutions. Our obligations under the RDC program as of ihe 
end of 2002 and 2001 were $10 million and $13 mi lion, respec 
lively We recognized annual com pen sa lion expense of less than 
$1 million in 2002. $3 million in 2001 and SI million in 2000 for the 
RDC Plan 


AS. 






SHAREHOLDERS RIGHTS PLAN 


The ElD Pton allows participants lo defer receipt qF o portion 
Of thev annua* calory cmd oil or a portion of ihek incentive -rom- 
pensatlon As defined by She LID Plan, we credit she amounl$ 
deferred with comings based on the investment options selected 
by (he participants. These investment options ore limited lo cosh 
and phantom shores at our Common Stock The ElD Plan allows 
participants TO defer incentive compensation lo purchase phan¬ 
tom shares of our Common Stock at a 25% discount from the 
overage market price a? Ihe date of defend (\he “Discount Stock 
Account! Participants bear the risk of forfeiitife of both Ihe dis¬ 
count and any amounts deferred to Ihe Discounl Stock Account if 
I hey voluntarily separate from employment during the Iwo year 
vesting period We expense the intrinsic value of ltie discount over 
the vesting period As investments m the phantom shares of our 
Common Slock can onfy be settled in shares oi our Common Stock, 
we do not recognize compensation expense lor the appreciation 
or ihe depreaalton, if any, of these investments. Deferrals Into the 
phantom shares of our Common Stock are credited to the 
Common Slock Account. 

Our cash obligations under the ElD Plan os of the end oF bolti 
2002 and 2001 were %'2A million. We recognized compensation 
expense of 12 million in 2002,. %A million in 2001 and S6 million in 
2000 tor the ElD Plan 

We sponsor a contributory plan la provide retirement bene¬ 
fits under the provisions of Section 401|k) of the internal Revenue 
Code 'the M 401(k) Plan! for eiigibte U S salaried and hourly employ¬ 
ees During 2002, participants were able to elect to contribute up 
to 15% of eligible compensation on a pre-tax basis {the maximum 
participant conlribution increased from 15% to 25% effective 
January 1, 2003). Participants may allocate their contributions to 
one or any combination of 10 investment options within Ihe 401{k| 
Plan. Effective October 1, 2001 the4QHk| Plan was amended such 
I ha I Ihe Company matches 100% of the participant's contr ibution 
up to 3% of eligible compensation and 50% of the participant 
contribution on the next 2% of eligible compensation. Prior to this 
amendment, we mode a discretionary matching contribution 
equal To a predetermined percentage of each participant's contri¬ 
bution lo the YUM Common Slock Fund We determined our 
percenluge match at the beginning of each year based on the 
Immediate prior year performance of our Concepts. All matching 
contributions ore made lo the YUM Common Stack Fund We rec¬ 
ognized as compensation expense oor total matching cantribul^on 
of $0 million irt 2002, 15 million in 2001 and 14 million in 2000. 


MOTE 

In July 1998, our Board of Directors declared a dividend distribu¬ 
tion of one right tor each share of Common Stock outstanding as 
of August 3,1995 (the “Record Dale"! As a result o i the two-far-one 
slock split distributed on June 17, 2f>0£, each holder (; | Cn^mon 
Stock is entitled to one right for every Iwo shares of Commurr Slock 
(one-half right per shares. I nch rjgn? initially entities she registered 
holder to purchase a uni: consisting of one one-thousandth of o 
share (a Until of Series A Junior Participating Preferred Slock, with¬ 
out par value, at o purchase price of Si30 per Unjr, subiecl to 
adjustment The rights, which da nol have voting rights, wilt 
become exercisable for our Gammon Stock ten business days fol¬ 
lowing a public announcement Thai a person or group has 
acquired,, or has commenced or intends to commence a tender 
otter Foe 15% or more, or 20% or more it such person or group 
owned 10% or more on the adoption dote of this plon, of our 
Common Stock. In Ihe eve 1 "!I ihe rights become exercisable For 
Common Stock, each right will entitle its holder lot her than the 
Acquiring Person as defined in the Agreement! to purchase, or Ihe 
right’s then-current exercise puce, YUM Common Slock having a 
value of twice the exercise price ol the righl In the event the rights 
become exercisable !tor Common Stack and 1 hereafter we are 
acquired m q merger or other business combination, eacr right 
will entitle its holder to purchase, at the right's then-current exer- 
csse price, common stock of the acquiring company having o value 
of Iwice Ihe exercise price of the right. 

We can redeem Ihe rights in lheir entirety, prior to becoming 
exercisable, at $0.01 per right under certain specified conditions, 
The rights expire an July 21 2000. unless we extend that date or 
we have earlier redeemed or exchanged the rights as provided 
in the Agreement. 

This description of the rights is qualified in its entirety by ref¬ 
erence to Ihe Righto Agreement between YUM. and BankBoston, 
N.A., as Rights Agent, dated as of July 21, 1996 {including the 
exhibits (hereto! 
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SHARI REPURCHASE PROGRAM 

■r November 2002, our Board of Directors authorized a new shore 
repurchase program. This program authorizes us io repurchase, 
through November 20, 2004, up Fa$3Q0 million (excluding appl 
cable trcmsaclion feesl oi our autslanding Common Stock Dunn 
2002, we repurchased approximately 1.2 mil ion shares (or 
□pproximoiety $28 million or an average price per share d 
approximaleFy 524 under Ihis program At December 2fi. 2002 
approximately 5272 milFion remained available lor repurchases 
under this program Based on market conditions and other fac¬ 
tors, additional repurchases may be made Imm lime “o I mo in "he 
open mart-el or through privately negotiated transactions at the 
d> serai, or i ot the Company, 

^n February 2001, our Board at Directors authorized a share 
repurchase program This program authorized us to repurchase 
up lo $300 million (excluding applicable transaction tee$] of our 
outstanding Common Stock. This shore repurchase program was 
completed in 2002 During 2002, we repurchased approximately 
7,0 million shares for approximately $200 ml! inn a I an average 
price per share of approximately S29 under this program During 
2001, we repurchased approximately 4.8 million shares for 
approximately $100 million al an average price per share of 
approximately 521 under this program. 

in 1999, our Board of Directors authorized a share repurchase 
program. This program qulhanzed us re repurchase up lo $350 
m Ition lexduding applicable transaction feesl oi our outstanding 
Common Slock, This share repurchase program was complied 
in 2000. During 2000, we repurchased a pproumalely 12.fi mi Ilian 
shares for approximately S2T6 million of on average price per 
shorn of approximately $37 In total, we repurchased approxi¬ 
mately 19.5 million shores for approximately S350 million u’ uu 
average price per share of approximately 518 under this program 


INCOME TAXIS 

non 

The details of our income tax provision ibenefiti are sel fo4h bellow: 
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Taxes payable were reduced by 549 million, 513 miilion and 55 mil¬ 
lion in 2002,2001 and 2000, respectively, as a result of stock option 
exercises In addition. goodwill and other snlangibles were reduced 
by 58 million In 2001 os a result of Ihe settlement of a disputed 
da rn with the Internal Revenue Service relating I. - the deductibility 
□1 reacquired franchise rights and other intangibles offset by or 
58 million reduction in deferred and accrued tuxes payable 

In 2002, valuation allowances related lo deferred lax assels 
in certain stales and foreign countries were increased by 51 mil¬ 
lion and million, respectively,, primarily os a tesull of determining 
that it is more kkely than not that certain losses would not be uti¬ 
lized prior to Expiration 

In 2001, valuation allowances related to deferred tax assets 
in certain slates and foreign countries were reduced by $9 million 
!$A ;• II r ■(.:! jI adore lux) d $t ■ 'V >n r-:■ : . 
result of making a determination that it is more likely than not that 
these assets will be ulilteed m the current and future years, in 2000, 
valuation allowances related to deferred tax assets In certain 
states, and foreign countries were reduced by 535 m I!ion ($23 mil¬ 
lion, net of federal lax! and 5 b million, respectively, as a result uF 
making a determination Ihal ii is more likely than no I that Ihese 
ossets will be utilized in Ihe current and future years, 

The deferred foreign fox provision Inr both 2002 and 2001 
included a $2 mill Ian charge lo reflect ihe impact of changes in 
stalutoTy tax rates in various countries. The impact of statutory rate 
changes in Foreign countries was less Ihon $1 million in £000. 

U.5. and foreign income before income laxes are sel forth 
below. 
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The reconciliation of income luxes calculated al Ihe U 5 federal 
lax statutory rate to our effective tax rate is set forth below 
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The deid& of 2002 and 2001 deferred tii*. liabilities lassete) art se? 
!o rrh below: 
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Roponed in Consoled a led Balance Sheets as 
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A determination of the unrecognized deferred tox liability For 
temporary differences related Ip Our inve$FmenlS in Foreign sub 
sidiaries and investment -ri foreign unconsolidated affiliates rhc I 
are essentially permanent in duration is nal practicable 

We have available net operating loss and tax credll carryfor¬ 
wards tolallng approximately 51-3 billion ai December 26. 2002 la 
reduce future lax of YUM and certain subsidiaries The carryfor¬ 
wards ore related lo a number ol foreign and slate jurisdictions 
Of these carryforwards, $4 million expire in 2003 and El.l billion 
expire at various limes between 2004 and 2020, The remaining 
carryforwards of approximately SI79 million do not expire 

REPORTABUE OPERATING SEGMENTS 

NOT 

We are principally engaged sn developing, operating, franchising 
and licensing the world woe KFC, Pizza Hut and Taco BeN concepts, 
and since May Z 2002 r the US and A&W concepts, which were 
added when we acquired YGR. KFC Pizza Hut, Taco Bell. US and 
A&W operate throughout Ihe U.S. and in SB, fl5,12,5 ond 17 court- 
tries and territoriesoutside ihe US.. respecfiveiy. Our five largest 
internatiorial markets based on operating prdil in 2002 are China, 
Uniied; Kingdom. Canada. Australia and Korea. At December 28, 
2002. we had investments m 10 unconsolidated nFFilrptes outside 
the U.S. which operate principally KFC and/or Pizza Hut restau¬ 
rants These unconsolidated affiliates operate in Canada, China, 


Japan, Poland and the United Kingdom. Additionally, we had an 
investment in an uncansolidated affiliate n the U S which oper¬ 
ates Yan Can restaurants. 

We cientify our operating segments based on management 
responsibility wilhin the U S and Interna I fend Far purposes of 
applying SFAS No 13T, "Disclosure About Segments of An 
Enterprise and Related Information" (“SPAS 1311 we consider US 
and A&W la be a single segment We -consider our KFC, Pizza Hut 
Taco Boil and IJ5/A&W operating segments lo be similar and 
therefore have aggregated them into o single reportable operat¬ 
ing segment Within our international operating segment, no 
individual cgunlry was considered material under the SFAS 131 
requlnemenis t elated to information aboul geographic areas ond 
Iherefare, none have been reported separately 


F& ■venues 
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Capital Spending 
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See Note 7 for additional operating segment disclosures related 
Jo impairment and Ihe carrying amount of assets held for sole. 

GUARANTEES, COMMITMENTS AND 
CONTINGENCIES 

NOTI 

Lease Guarantees 

As o result of la I assigning our interest in and obi ig aliens under 
real estate leases os a condition to the refranchising :.i1 certain 
Company restaurants. Ibl contributing certain Company restau¬ 
rants to unconsolidated affiliates; and !.c| guaranteeing certain 
other leases we are frequently contingently liable on lease agree¬ 
ments These teases nave varying terms, ihe latest ol which 
expires in 2030. As of December 28, 2002 ond December 29 
2001, the potenliai amount of undiscounted payment we could 
be required so make in the even! of non-payment by the primary 
lessee was $3S0 million and $435 million, respectively The pres- 
em values of these potential payments discounted a I our pre-tax 
cost of debt el December 20,2002 and December 29, 2001 were 
$278 million and $293 million, respectively Currenl Franchisees 
a*e ihe primary lessees under ihe vosl majority of these leases We 
generally have cross-default provisions wilh these franchisees ' K d 
would pur them in default of their franchise agreement In Ihe event 
cF non-paymenl under the lease We believe these cross -defcmi' 
provisions significantly reduce ihe risk lhat we wilt be required to 
make payments under these leases Accordingly, the liability 
recorded for our exposure under such leases at December 2S, 
2002 and December 29, 2001, was not significant 

Guarantees Supporting Financial Arrangements 
of Certain Franchisees, Unconsolidated Affiliates 
and Other Third Parties 

A1 December 28,2002 and December 29, 2001 r we hod guaran¬ 
teed approximately $32 million oF financial arrangements of 
cerioi i ■ fra nc* isees ncludi ng partial guarantees aF Franc hisee loan 


pools rotated prim-mly lu If-Company'^ refranchising programs. 
The lord loons ou islanding unde- these- icon pools were approx¬ 
imately $153 million oi December 28, 2002 In support of these 
guarantees. we hove polled $32 minion of letters of credit We also 
provide o standby letter ut e'edi 1 under which we could potentially 
be required to fund a portion .up to 525 miilLO r - nF one of Ihe 
franchisee loan pools Any funding under the guarantees or tel¬ 
lers at credil would be secured by the franchisee loans and any 
related collateral. We believe lhai we hove appropriately provided 
tor our estimated probable exposures under these contingent lia¬ 
bilities These provisions were primarily charged to refranchising 
(gains! losses 

We have guaranteed certain financial arrangements of uncon ■ 
solktoted i.i [filiates and Ihird parties These financial Orangemen is 
pr.mnrily include lines of Credit, loans and Setters of credit and 
totaled 54 1 million and $28 million ai December 28, 2002 and 
Decernoer 29.2001, respectively H all such lines of credit and letters 
oi credil were fully drown down, the maximum contingent liability 
under ibese arrongemenrs would he approximately $53 million 
oi id 556 it i iion as of December 28, 2002 and December 29, 2001, 
respectively. We hove varying levels of recourse provisions and 
collateral that mitigate our risk under these guarantees- Accord¬ 
ingly. we hove no recorded liability as of December 28, 2002 or 
December 29, 2001 

insurance Programs 

We are currently self insured For a portion of our current ana prior 
years'workers' compensation employment practices lability, gen¬ 
eral liability and automobile liability losses tealleclively, "casualty 
losses 11 ) as well as properly losses and certain olhe? insurable 
risks. To mitigate Ihe cost of our exposures for certain properly and 
casualty losses, we make annual decisions to cither retain the risks 
of loss up io certain maximum per occurrence or aggregate loss 
limits negotiated with our insurance carriers, or 1o fully insure those 
risks Since the Spin-off, we hove elected to retain the risks subject 
la certain insured limitations Since Auy jsl 1999, we have trundled 
our risks for casualty losses, properly losses and various other 
insurable risks into one pool with □ single sell-insured retention 
and purchased reinsurance coverage up to a specified limit shot 
insignificantly above our actuarially determined probable losses 
We are self-insured for losses rn excess of the reinsurance limit 
however we believe the tikelrhood of losses exceeding !he rein¬ 
surance limit is remote. We are r.lsa self-insured For healthcare 
claims for eligible participating employees subject to certain 
deductibles and limitations. We have accounted for our retained 
liabilities for property and casualty lasses and healthcare claims, 
including; reported and incurred but not reported claims, based 
on information provided by independent actuaries. 

Due io the inherent voiatiliiy at our actuarially deiernfrneo 
property and casually loss asti males, it is reasonably possible that 


69 




we could experience changes rn estimated losses which could he 
material lo our growth in quarterly and annual net income. We 
believe that we haws recorded our reserves far property and casu¬ 
alty losses at a level which has substantially mitigated the potential 
negative impact of adverse developments and Ah volatility. 

Change of Control Severance Agreements 

In Septem ber 2000, the CompensaliOn Committee of the Board of 
Directors approved renewing severance agreements with certain 
key executives Hhe 'Agreements! These Agreements are triggered 
by a termination, under certain conditions, of the executive's 
employment fallowing a change In centra of The Company, as 
defined in the Agreement if triggered, the affected executives 
would generaIJy receive twice Ihe amount of balh their annual 
base salary and ihelr annual incentive in a lump sum, a propor¬ 
tionate bonus at the higher of target or actual performance, 
outplacement services and a lax gross-up for any excise (axes. 
These Agreements have a three-year term and automatically 
renew each January 1 for another three year term unless the 
Company elects not lo renew ihe Agreement, II ihese 
Agreements, had been triggered as of Dumber 28, 2002. pay¬ 
ments of approximately $33 million would have been mode. Pn The 
event of a change of conlroi. rabbi trusts would be established 
and used to provide payouts under existing deferred and incen¬ 
tive compensation plans 

Litigation 

We are subject lo various claims end contingencies related to law¬ 
suits, taxes, environmental and olher matters arising out of the 
normal course of business. Like certain other targe retail employ¬ 
ees, the Company has been faced in certain states w.lh allegations 
of purported class-wide wage and hour violations. 

On August 29,1997, □ class action lawsuit against Taco Bell 
Corp., enlilled Bravo, etol. v Taco Beit Corp. rBravol, was filed in 
Ihe Circuit Court af the State ot Oregon of the County of 
Mullnomah The lawsuit was Filed by two former Taco Bell shift 
managers purporting to represent approximately 17,000 current 
end farmer hourly employees statewide. The lawsuit alleges vio¬ 
lations of state wage and hour laws, principally involving unpaid 
wages including overtime, and rest and meal period violations, 
and seeks an unspecified amount in damages. Under Oregon 
class action procedures. Taco Bell was allowed an opportunity la 
"cure* - she unpaid wage and hou* aflsgations by opening a claims 
procr^ss to all putative dass members prior 1g certification of the 
class. In this cure process. Taco Bell paid out less than $1 million. 


On January 26,1999, the Court certified a dass of all current and 
farmer shift managers and crew members who claim one or more 
of the a l&ged violations. A Court-approved notice and claim farm 
was mailed So approximately R50G dass members an January 
31, 2000. Trial began on January 4, 2001 On March 9, 2001, the 
jury reached verdicts on ihe substantive issues m this matter A 
number of those verdicts were in favor of the Taco Bell position, 
however, certain issues were decided in favor of the plaintiffs. In 
April 2002, a jury trial to determine the damages of 93 of those 
dalmanls found IhaiTaco Belt failed to pay for certain meal breaks 
and/or off-ihe-clack work for B6 of the 93 claimants. However, Ihe 
total amount of hours awarded by the jury was substantially sess 
than that sought by the claimants. In July end September 2002, 
Ihe courl ruled on several post-trial motions, including fixing the 
total number of potential claimants ai 1,031 linduding the 93 
daimonis far which damages have already been determined) and 
holding lhal doimanls who prevail are entitled lo pre|udgmoni 
interest and penally wages The court has Ind icated fact it will likely 
schedule a damages trial far the remaining 93& claimants some¬ 
time in 2003. Toco Bell inlands Ta appeal the April 2002 damages 
verdict, as well os the March 2001 liability verdid. 

l/Je hove provided far the estimated costs of Ihe Brava litiga¬ 
tion, based on a projection of eligible claims linduding claims tiled 
lo date, where applicable!, the amauni of each eligible claim, 
including the estimated legal fees incurred by plaintiffs, and the 
results of settlement negotiations in this and other wage and hour 
litigation matters. All hough the Quito me of 1 his case cannot be 
determined at fais time, we believe the ultimate cost in excess of 
the amou?its already provided will noi he material to our annual 
results of operations, financial condition or cash flows. Any provi¬ 
sion have been recorded as unusual items. 

On January 16,1998, a towsuil against Taco BeL Corp,, enti- 
lled Wrench HC f Joseph Shields and Thomas Pinks v. Toco Beit 
Corp ("Wrench") was filed in the Untied Stales Distort! Court for she 
Western District of Michigan. The lawsuit alleges that Taco Bell 
Carp, misappropriated certain ideas and concepts used in «ls 
advertising featuring a Chihuahua Plaintiffs seek to recover mon¬ 
etary damages under several theories, including breach of 
im pi fad un-fad contract, idea misappropriation, conversion and 
unfair competition. On June 10,1999, the District Court granted 
summary judgment in Favor of Taco Bel! Corp Plaintiffs tiled an 
appeal with the U.S Court of Appeals for the Sixth Orcuir -the "Courl 
of Appeals! and oral arguments were held on September 20, 
200€. On July 6, 200L the Court of Appeals reversed the District 
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Court's judgment in favor of Taco Bell Carp, and remanded the 
case to the Drsfncl Court. Taco Bell tajp. unsuccessfully petitioned 
the Courl at Appeals for rehearing en banc, and its petition for wnl 
of ctffftifBfl to the United States Supreme Court was denied on 
January 21, 2002 The case has now officially been returned to the 
District Court, where the Wrench plaintiffs will be allowed to bring 
their damns to trial L s expected ttiat the Inal w : il commence <n 
May 2003 

We believe that the Wrench plaintiffs' claims are witnoul merit 
and are vigorously defending the case However, n view of The 
inherent uncennmlies of litigation, she outcome of the case can¬ 
not be predicted oi this lime. Likewise, thedmbunt af any potential 
loss cannot be reasonably estimated. 

Obligations to PepsiCo, Inc, After Spin-off 

tn connection with the Spin-off, we entered into separation and 
other related agreements (The "Separation Agreements*] govern¬ 
ing the Spin-off and our subsequent relationship with PepsiCo 
These agreements provide certain indemnities la PepsiCo. 

The Separation Agreements provided for, among other 
ihings, our assumption of all liabilities relating to Ihe restaurant 
busmesses, including California Pizza Kitchen, Chevys Mexican 
Restaurant, D'Angelo's Sandwich Shops. Last Side Mario's and Hoi 
n Mow jcollactively the “Non-core Businesses', which were dis¬ 
posed of in 1997), and our indam nitration of PepsiCo with respe-zi 
to these liabilities these liabilities were not maternal os of 
December 28, 2002 

In addition, we have indemnified PepsiCo tor any costs or 
losses if Incurs with respect to all letters Of credit, guarantees and 
contingent liabilities relating to our businesses under which 
PepsiCo remains liable. As of December 28, 2002, PepsiCo 
remains liable for approximately $65 million an o nernnul basis 
related to these contingencies -his obligation ends or the time 
p epsiCa is released, terminated or replaced by a qualified leher 
o! credii We have nol been required to moke anv payments under 
this indemnity 

Under the Separation Agreements, PepsiCo maintains full 
control and absolute discretion with regard to any combined or 
consolidated tax tilings for periods through October 6, 1997. 
PepsiCo also maintains full control and absolute discretion regard¬ 
ing any common tax audit issues. Although PepsiCo has 
contractually agreed la, in good faith, use its best efforts to settle 
all faint interests In any common audit issue on a basis consistent 
with prior practice, there can be no assurance that determinations 


mode by PepsiCo would be Ihe some as we would reach, acting 
an our own behalf Through December 2G, 2002, there hove not 
been ony determinations made by PepsiCo where we wou d hove 
reached a different determination 

We also agreed ta certain restrictions on out actions 1o help 
ensure Thai ihe 5pm-olf maintained sis tax-free status. These 
restrictions, which were generally applicable to the two-year 
period following October 6,1997, included among other things, 
limitations on any liquidation, merger ar consolidation with 
□nolher company, certain issuances and redemptions o\ ■: 
Common Slock, our granting at slock options and our sale, refran¬ 
chising, distribution or other disposition of assets. If we tailed to 
abtae by these restrictions or to obtain waivers from PepsiCo on-d, 
as o result, ihe Spin-off tails to qualify os n lax free reorganize 
tion, we may be obligated to indemnify PepsiCo for any resulting 
■ax liability, which could be substantia; No payments under these 
indemnities have been required a r are expected 1o be required 
Additionally, PepsiCo is entitled ta ihe federal income lux bene¬ 
fits related to the exercise after ‘he Spin-off d vested PepsiCo 
options held by our employees. We expense the payroll taxes 
related to Ihe exercise of these options as incurred 

AMERISERVE BANKRUPTCY REORGANIZATION 

PROCESS 

NOT! 

AmeiServe was the principal distributor of foc-d and paper sup¬ 
plies lo our U.S. stores when it filed lor protection under Chapter 
11 of tha US. Bankruptcy Code on January 31. 2000 A plan at reor¬ 
ganization far AmeriServe llhe "FORI was approved an November 
28, 2000, which resulted in, among other ihrngs, Ihe assumption 
of our distribution agreement, subject to certain amendments, by 
Melone Company Inc. 

During the AmeriServe bankruptcy reorganization process, 
we look a number of actions lo ensure continued supply to our 
system Thoseactions resulted in □ cumulative net unusual 'terns 
expense of 5110 million, which was principally recorded in 2000, 
being recorded through year-end 2002 

Under the FOR we are entitled, lo proceeds from certain resid¬ 
ual assets, preference claims and olher legal recoveries of the 
estate which are generally recorded as unusual items income 
when they are realized We recorded 539 million and 121 million 
of net recoveries under rhe FOR as unusual items Income in 2002 
and 2001, respectively lhase net recoveries are included in the 
cumulative net unusual ilems expenseaf SI 10 million. 
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SELECTED QUARTERLY FINANCIAL DATA (UNAUDITED} 


Non 


2002 

Firsi Quarter 

Second Quarter 

Third Quarter 

f&urlh Quarter 

Total 

Revenues. 

Company site 

$1,426 

51,83 1 

S 1,705 

$2,189 

$ 6,891 

Franchise and license lees 

iae 

198 

210 

272 

886 

tolgl revenues 

1,614 

1,7*7 

1,0 is 

2,461 

7,757 

Tard costs and expanses. net 

1.38a 

1,524 

1,657 

2,156 

6,727 

Operating prahl 

226 

241 

250 

305 

1,030 

Met income 

124 

140 

147 

172 

503 

Qllutod earnings per common shore 

0.40 

0 43 

0.47 

0.56 

1.06 

Operating prc-fil oHribulobte lo. 

Facility actons ne^ loss [gain! 

9 

TQ 

13 

— 

82 

Unusual items lincame) expense 

m 

M 

W 

w 

(27) 

2001 

Fitei Quarter 

Second Quarter 

Third Quarter 

fourth Quarter 

feral 

Revenues- 

Company safes 

l 1,326 

5 1,416 

5 1.449 

S 1 947 

5 0.133 

Franchise mxf license fees 

160 

m 

191 

__ 255 

515 

Totaf revenues 

1.506 

1605 

1640 

: 202 

6,053 

TaM caste and expense, ne‘ 

1330 

1.390 

1,40$ 

1,933 

6,062 

Op^tfling prahl 

176 

n$ 

231 

269 

591 

Met income 

36 

116 

124 

164 

492 

Dil uted -earning per common share 

0:20 

O.30 

0.40 

0.54 

1.62 

Operating prolii altnbulable la: 

Facility actions nc-i fess (gars 

2 

[IS) 

(9) 

26 

1 

Unusual Items lincamel florae 

2 

|4J 

- 

_J5_ 

id) 


See Mole 7 for delate of facility actions net loss (.gain] and unusual items (income! expense. 
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Tumi Brands tne 


MANAGEMENT'S RESPONSIBILITY REPORT OF INDEPENDENT 

FOR FINANCIAL STATEMENTS AUDITORS 


TO OUR SHAREHOLDERS 

We are responsibly for the prepamllon. integrity and 4 eii presen¬ 
tation nl Ihu Consolidated Firtaftcial Statements, re'alect notes nn:l 
other information included In this annua 1 Teporl I be financial state¬ 
ments were prepared in accordance with accounting principles 
generally occupied in she United States of America and include 
certain amounts based upon our estimates and ass;rnp! ons, as 
required Other financial information presented in I he annua® 
report is derived from the financial statements. 

We maintain o system of infernal control over (inane iol report 
Inst designed to provide reasonable assurance as taihe reliability 
of the financial statements, us well us lo safeguard assets from 
unauthorized use or disposition. The system is supported by for¬ 
mal polices and procedures, including an active Code of Conduct 
program blended to ensure employees adhere la the highest 
standards of personal and professional integrity, Our internal audii 
function monitors and reports or. the adequacy of and compliance 
with the internal control system, and appropriate actions are taken 
to address significant control deficiencies 0net other opportunities 
for improving the system as they are identified. 

The Consolidated Financial Statements hove been audited 
end reported on by our independent □udilors, KPMG LLR who 
were given tree access lo all financial records and related date, 
inducting minutes of the meetings of the Soard of Directed and 
Committees of ihe Board. We believe friai management repre¬ 
sentations made in ihe in dependent auditors were valid and 
appropriate. 

The Audit Committee of the Board of Directors, which is com¬ 
posed solely of outside directors provides oversight lo our financial 
reporting process and our controls to safeguard assets through 
periodic meetings with our independent auditors, internal audi¬ 
tors and management. Both our independent auditors and 
internal auditors have free access to the Audit Committee. 

Although no cost-effective internal control system will pre¬ 
clude nil errors and irregularities, we believe our controls as of 
December 28, 2002 provide reasonable assurance that our assets 
are reasonably safeguarded 


THE BOARD OF DIRECTORS 
YUMF BRANDS. INC 

We have audited the accompanying consolidated balance sheets 
of YUM! Brands, Inc and Subsidiaries TYWi iformerly TRICON 
Global Restaurants, Inc i as of December 28,2002 and December 
29, 2001, and Hie related consolidated statements of Income, cash 
(laws and shareholder^ equity Idefidlj and comprehensive ncame 
fo r each oF the years in the th*ee-yoar period ended December 28. 
2002 These consolidated financial statements are the responsi¬ 
bility (J YUM's management Our responsibility -s to express on 
opinion on these consolidated financial statements based on our 
audits 

Wo conducted our audits in accordance with auditing stan¬ 
dards generally accented n the- United States of America. Those 
standards require that we plan and perform the audit la obtain 
reasonable assurance about whether the financial statements are 
free of material mlsslutemenl An audit includes examining, on a 
test basis, evidence supporting the amounts and disclosures in 
the financial statements An audii also includes assess no the 
accounting principles used and significant estimates mode by 
management, as well as evaluating the over oil financial statement 
presentation We believe- ihur our audits provide o reasonable 
basis for our opinion 

In oui opinion, the consolidated financial statements referred 
to above present fairiy in all material respects, the financial posi¬ 
tion of YUM as of December 28. 2002 end December 29, 2001. 
and I he results of its operations and its cash flows for each of the 
years in the three-year period ended December 28, 2002, in car,- 
fennjty with accounting pnnciples generally accepted n "he United 
States d America. 

As discussed in Notes 2 and 12 to the consolidated financial 
statements, YUM adopted the provisions of the Financial 
Accounting Standards Board's Statement at Financial Accounting 
Standards No 142, ‘'Goodwill and Other Intangible Assets; in 2002. 


lcp 

KPMG LLP 

Louisville, Kentucky 
February 7, 2003 


David J. Deno 
Chief Financia l Officer 
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SELECTED FINANCIAL DATA 


Fiscal Year 


!m mtNtons, ?:<£€& per show and UftitQrmvnSS} 

2002 

2001 

2000 

1999 


Summary of Operations 

Revenues 

Company sofas'* 

S 6 r &»l 

£ 6,138 

5 6 P 305 

$ 7099 

S 7&52 

Frondhfea and license 

466 

m 

768 

723 

627 

To?qI 

7.757 


7H/93 

7 r B?2 

6,479 

Facility actions net Itessl gain' 111 

|32) 

111 

176 

381 

275 

unusual items income |e*pen5ei !b '" 1 

27 

3 

_(204) 

1511 

1151 

G pawling proto 

1,030 

B91 

860 

■ 240 

1,023 

lniefGS.1 expense. net 

172 

158 

176 

202 

272 

Income before income Saxes 

458 

733 

664 

1038 

756 

Ntet income 

503 

492 

413 

627 

445 

Basic earnings per common -shore ld 

197 

1.68 

141 

2 05 

146 

Dl' jred earn ngs per r.i.nmon share 1 " 

108 

1.62 

139 

1 96 

142 

Ca$h Flow Dota 

Prided hy ope rating acidities 

5 1080 

£ 632 

S 491 

£ 565 

£ 674 

CQl:tI(]I spending, excluding acquisitions. 

760 

636 

£72 

470 

460 

Proceeds from refrnnehising ot resdaufOhFS 

81 

111 

301 

916 

784 

Balance Sheet 

lolol assets 

5 S,4Q0 

£ 4,425 

S 4,149 

S 3.961 

5 4,531 

Operalmg wdiWng capital deficit 

(601) 

f6631 

tt34! 

(8321 

19*0| 

long-term debl 

2,299 

1,552 

2 r 397 

2,891 

3.426 

Tolol debt 

2,445 

2,748 

2,437 

2.508 

3.532 

Other Data 

System sales 10 

US 

115,B39 

£ 14.596 

514,514 

S14„516 

£14,013 

International 

8,280 

V32 

7^45 

7,246 

6,607 

Tdlql 

24,219 

22,328 

22,159 

21,762 

20,620 

Number of stores ot year end 

Company 

7,526 

6.435 

6,123 

6.981 

3,397 

UnconsctoJoled Airillotes 

2 r 148 

2,000 

1,644 

1,178 

1,120 

trarKhisees 

24724 

19.263 

19237 

18.414 

16,650 

licensees 

2,526 

. ' 71 

3.168 

3,W 

3 r 596 

Sysiem 

32 r 924 

30,469 

30.4H 

29.9E2 

29.763 

US. Company idrtie si ore sates grawlh 

KFC 


3% 

131% 

2% 

3% 

Pizza Hu! 

- 

— 

\% 

9% 

6% 

Face Sell 

7% 

— 

151% 

-- 

3% 

Blended 5 ^ 

2% 

1% 

121% 

4% 

4% 

Shares ouislanding art yoor end tin nr^illio^s^' ,!, 

294 

293 

293 

302 

306 

hV.ii kel price per shore ol y^or end M 

5 24.12 

£ 24.62 

5 16 50 

S IB. 97 

£ 23 62 


Ffscri years. 2002,2DDI. 19-99 crxi 199-6 in dude 52 weeks. Since Mav 7 iftM-2, lineal year ZOOS, includes ler^ .to hr Sixers I'USI and MW 611-Ameficcn Food Itestouranls rA&VA which 
wwe nrjdud whors we acquired fartehira Global Restaurants. Inc flsccd /Mr 2002 includes tie irrpocl ol Ihe odoplion d Stolemear ol Financial AccounUflg Bto h d Q r dj HQ. WL 'GOodwil 
and Other Intangible Asms!/ r5FA514?"l 500 Note-3 la the Consolidated Finance Slalemerfelor lull!-: ciscu^ftii■■ < -od £FA£142 Fiscal year 2000 indudes 53 weeks The selected Financial 
dalu should bn r^ud in can|undian wilh Ihe Consdldated Financial Statements, and Ihe Notes (hereto 

!al The decline In Con :xz- -■ ihraugh ZftU was larged Ihe result al our relranchiLng iml^iWA 

I til In »ie fourth quarter ol t9$7 we recorded a charge to laalfly otlionihel [16SS* 9 d^end unused lems Imone te*pensel which Included La] cogUd dosing stotei |bl redudions to lair 
markel value kss cnsl to <* ■ (il ih# carrying amounts al certain reslauranls lhal we intended la u*liyn< hise. Id impairments erf curiam rastouearcts intended io be used ^ Ihe business 
Id! Impolnhenls at certain unconsoidaled affiliates to be retained, art* te] <0*|5 nl rotated personnel redudicrs in 1999, we recorded factorabte CK^SlrriwtS of 313 milion In facility- 
□Claris nel ganiand $17 million In unusual linrr:\ sHuted to iheiW tounh quarter charge 1993, w« reeurded favorable ndjusfrndnrsal £54 million in facility-ociions net gain and ill 
mlfion in unusual items reJcried la rhe 1997 fourth quoner tharqe 

W See Nate 7 to Ihe OonsoftdaJed Financial Stotemanls tor n desmpiion ol unusual Hems income |**p#cg*i in 2002.2001 and 2000. 

(d) Pei Showed share-amounts haye been ad|us1ed1o reltec" the tweeter one slock spks distributed cn June U 2QD2 

(et Operating working capital deiim i$ currtfti aswls excluding cast! and cash eqi.wolaHs, on- i shem term inuMimenfs.. less curreni liaWIIHas ewdudng shon-lerm borrowings 
ill 5yr.v>m .■solas represents Ihe combined soles ol Campony. i^orisdiduted affiliates, franchise and license iesr<uirarity 
tg] U 5 same-store sales Ljrt^wlh fai U5 tmri 48-W are no! rtduded 
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BOARD OF DIRECTORS 


SENIOR OFFICERS 


Yum 1 Brandt li>c 


Day id C. Novak so 

Chairman.. Chief Executive Officer and President Yum 1 Brands, Inc 

And rail E. Pearson ?t 

Founding Chairman. Yum! Brands, tnc 

D. Ronald Daniel : 

treasurer, Harvard University, 

Former Managing Partner Mcftansey and Company 

James Oimon *? 

Chairman and Chief Executive Officer, Bonk One Corporation 

Massimo Ferragamo is 

President and Vice Chairman, Ferragamo USA, Inc., 
a subsidiary d Salvatore Ferragamo liana 

J Dovld Grissom ^ 

Chairman, Maytoif Capitat, Inc,, a private investmenl Firm 

Robert Holland, Jr. 65 

Former owner and Chief Executive Officer. Workplace fnlegrators 
Michigan's largest Steekase office furniture dealer 

Sidney Kohl 72 

Form or Chairman, Kohl’s Supermarkets, 
founder, KohFs Deportment Stores 

Kenneth 0. Lang one <ia 

Founder. Chairman of the Board and Chief Executive Officer, 
Snvemed Associates, Lit an investment banking firm 
Founder, Homo Depot, Inc, 

Thomas M. Ryan no 

C"ia rrncr , : Tesl< I ■ and Chief ■ xor jIivl* Ollk l: ti 
CVS Corporation and CVS Pharmacy, Inc 

Jackie Trujillo a.? 

Chairman of the Board, Harmon Management Corporation 

Robert J. Ulrich 5 fl 

Chairman and Chief Executive Officer, Targer Corporation 
and Target Stores 

John L. Weinberg 

Director, Goldman Sachs Group, Inc. 


David C, Novak so 

Chairman, Chief Executive Officer and President, Yum! Brands, Inc 

Cheryl A. flachelder 4- 

President and Chief Concept Officer, KFC, U.5.A, 

Peter A. Bassi 

President, Yum* Restaurants International 

Jonathan D. Blum hh 

Senior Vrn President, Public AfFnirs, Yum! Brands, eric. 

Emil J r Broil ok sr- 

President and Chid Cnncepl Officer, Taco Bell, U S.A 

Anno P. Eyerie in i-i 

Chief People Obiter, Yum* Grands, Inc. 

Christian L. Campbell h 2 

Senior Vice President, General Counsel, Seaetaryand Chid 
Franchise Policy Officer, Yum! Brands, Inc. 

Kathy Corsi a 2 

Senior Vice President, Treasurer, Yum! Brands, Inc. 

David J. Dena 45 

Chief Financial Officer, Yum 1 Brands, Inc. 

Peter R r Hear! si 

President and thief Concept Officer. Pizza Hut, USA. 

Aylwin B. lewis 

President, and Ch-eF Multibranding and 
Operating Officer, Yum! Brands, Inc. 

Tony Mastra paolo 19 

Chief Operating Officer, KFC, U.S.A. 

Michael A, Miles iu 

Chief Operating Officer, Pizza Hut, U.S.A 

Charles I, Raw ley. III 

Chief Development Office*, Yum : Brands, Inc. 

Rob Savpge 41 

Chief Operating Officer, taco Bell, U.S.A 

Brant A. Woodford 10 

Vicu Prestdenl :ind Controller, Yum* Brands, C nc 
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SHAREHOLDER INFORMATION 


SHAREHOLDER SERVICES 


Annual Meeting th£ Annual Meeting of Shareholders will be at 
Yum! Brands' headquarters Louisville, Kentucky, at 9 00 a m. (EOTl, 
Thursday May 15, 2003= Proxies for the meeting will be solicited 
by on independent proxy solicitor. Tins Annual Report is not part 
of the proxy solicitation. 

INQUIRIES REGARDING YOUR STOCK HOLDINGS 
Registered Shareholders Ishares held by you in your namel 
should address communications concerning statements, address 
changes, losl certificates and other administrative mailers to 

Vum 1 Brands, Inc 

c fo EquISe ntfi Trust Comp cm y. H A 
P.Q.&ax 43016 
Providence. lit 02940-3016 
Telephone IB S3 1 439-49W& 
www equiserve com 
or 

Shareholder Coordinator 
Yum! Braivls, Inc. 

1441 Gardiner tone, Louisville, KY 40213 
Telephone- .'BBfil Zyirmyum 129G-69&6) 

E ma« i yum.irwesJofSyuin com 
Inlernel www.yum.GDm 

In all correspondence or telephone Inquires, please mention Yum 1 
Brands, your name as printed on your slntemenl or slock certifi¬ 
cate,. your Social Security numrier, your address and your telephone 
number. 

Beneficial Shareholders [shares hey in the name of your bank 
or brokeh should direct communications on all adminislralive mat¬ 
ters lo yagr stockbroker. 

YUMtJUtKS and SharePower Participants [employees with 
YUMBUCK5 opfions or SharePower option si should address nil 
questions regarding your account, outstanding options or shares 
received ihrough option exercises io: 

Merrill Lyncfi/SharePower 
SlucSc Option Plan Services 
PO Box 30446 

New Brunswick NJ 06989-0446 
Telephone: IS00! 637-2432 flj S , Puerto Rico gnd Canodul 
17321 560-9444 loll oiher locations} 

In all correspondence, please provide your account number 
I for U.S. citizens, ihls Is your Social Securily number), your address 
□nd your telephone number and mention either YUAAGUCK3 or 
SharePower For telephone inquiries, please have a copy of your 
masi recent statement available. 

Employee Benefit Rian Participants 

Dima Slock Purchase Program ... I&6SI 439-4906 

YUM 40S|k| Ftein . 10681875-4015 

YUMSovings Center .|617l 347-1013 loulside U 5 I 

P O Bax 1309 
Boslon. NW0?104-1 369 

Please have a copy of your most recent statement available when 
calling. Press *G fora customer service representative and give 
the representative Ihe name of Ibe plan. 


Direct Stock Purchase Plan A brochure explaining this conve¬ 
nient plan is available tram our fransfer agent. 

Lq JlServe Trust Compgnv, N A 
RO Eic* 43016 
Providence, Rl 02940-3016 
I6EMJI 439-4966 
wav: equiserve cem 

Low-Cost Investment Plan investors may purchase Ihoir Iniliol 
shares of slock shtough NAIC's Low-Cost Investment Plan. For 
details con rod: 

Hulional Association nl Investors Corporation iNAtci 

71 UVesr Thirteen Mile flood 

Madison Keighls, Ml ^-3071 

|&77| ASK-NAIL (275-6242J 

www heller-inveshrii|i ary 

Financial and Other I nfaemotion Earnings and other finonral 
resells, corporate news and company informalion are now avail¬ 
able on Yum 1 Brands' Web site: www yum com. 

■Copies -at Yum 1 Brands'SEC Farms 6-KJO K un-ci 10 -Q and quar¬ 
terly earnings r eieasos ore available free of charge. Contact Yum! 
Brands 1 Shareholder Relations a? [S88J 2YUMYUM 12^8-6 ^ 86? or 
e-mail yum.lnvestor#yum com 

Securiries analysts., pohlo io managers, representatives al tinon- 
cial mstilutions and olher rndivlduals wilh questions regarding 
Yum 1 Brands 1 petformanceare inv red rocontacl 

Tim Jeizyk 

Vice Preadenl, investor v'n-ialicins 
Ygrti' Brands. Inc 
1.141 (Gardiner Lant- 
Loursville. ICY 40213 
iBtephone: I502MS74-2543 

Independent Auditors 

kfmg up 

400 West Martel Sheet. Suite 2600 
Louisville, kT 40202 
Telephone 150215B7 0535 

CAPITAL STOCK INFORMATION 
Stock Trading Symbol—YUM 

The New York Slock Exchange is ihe principal market for YUM 
Common Stack, 

Shareholders Al year end 2002, there were approximately 
115,000 registered holders af record of Vum! Brands' Common 
Slock. 

Dividend Policy Yum! Brands does nol currenlly pay dividends, 
and she Company doss not anticipate doing so in ihe near future 

Vum! Brunds' Annual Report conlaim many af rhe valuable trade marks owned 
and used by Yum 1 Brands nnd subsidiaries and afMialei in ihe United Slaies 
an d worldwide 

printed nn recycled doper 
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Bringing Yum! to the Community 

At Yuml Brands, we believe in giving bock to the community, and in making o difference in the 
fives of our customers ond their families While we financially support hundreds and hundreds at 
charities across the globe, our efforts are primarily focused on nourishing the bodies, mmds and 
souls of children in need We are doing this through programs dedicated to hunger relief, day¬ 
care subsidies, reading incentives and mentoring at-risk teens 

Many at the 040,000 employees and franchisees in the Yum! system give back every doy In many 
ways, all with a hope that we can leave this globe a little bit better than we found rt We believe we 
truly can make a difference and we want to thank them tor their outstanding community service 
and dedication Here's a brief snapshot of their work’ 

NOURISHING BODIES 

In America alone, one in ten children under the age of five runs the risk of going 
to bed hungry every night. One in ten. So we decided to do something about this and have 
launched the world's largest prepared food recovery program, We now donate millions of pounds 
of prepared food to the hungry. Food that hes nutritional value and will provide nourishment to 
those most in need, the underprivileged. 

NOURISHING YOUNG MINDS 

Pizza Hut's Book It! For over IB years, Pizza Hut has provided on incentive far kids to learn 
to read by the third grade More than 22 million students a year, in 875,000 classrooms partici¬ 
pate in Book It! The program is relied on year after year by teachers in 50,000 school s—nearly 
70% of the nation's elementary schools—so that young minds are nourished with books. 

NOURISHING SOULS 

KF E oh : i K id v With more and more double-income or single-parent households, find¬ 
ing affordable daycare has become an increasing burden. That's why KFC turned to the YMCA and 
together established Colonel's Kids. Today, we subsidize high quality YMCA daycare for families in 
need. We're also piloting a program to extend daycare beyond the traditional Monday-Friday, 
9AM-5PM timeframe, for the millions of people who work "after hours* or on weekends. 

Taco Bell's TEENSupreme Through a unique partnership with the Boys & Girls Clubs of 
America, Toco Bell hos established a mentoring program for at-risk teens, offering a safe haven 
and recreational activities to keep kids off the street. To date, over £11 million has been donated 
to the Boys & Girls Clubs for TEINSupreme programming. 


HARVEST 


TEENSuprerne 


From ioft to right 

Ashkrigh Keister enjoys o 
story os port of the Book 
Itl Program 

Youth learn critical 
computer skiHs through 
the TEENSuprerne 
partnership 

Yum! Empbyeos help feed 
those in need through 
Yum! Harvest, the world's 
largest prepared food 
recovery program. 


















Alone we're delicious. Together we're Yum/ 






